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A  Capsule  Summary  of  the  Highlights  of  the  Report 

The  Problem 

The  extent  of  actual  unemployment  and  the  "high  cost  of  doing  business" 
indictment  have  both  been  exaggerated  in  Massachusetts.   On  many  cost  factors, 
the  Commonwealth  compares  favorably  with  other  industrial  states.   And 
faulty  official  state  data  seriously  overstate  the  amount  of  unemployment  in 
Massachusetts . 

There  are  real  problems,  apart  from  the  general  economic  malaise  in  the 
country  as  a  whole.   These  are: 

-  high  "subemployment" :   too  many  low-wage,  inherently  unstable, 
"dead-end",  or  often  seasonal  jobs,  which  are  inadequate  to 
allow  a  worker  to  support  his  or  her  family.   This  is  a  major 
cause  of  our  high  welfare  and  unemployment  insurance  costs. 

-  high  costs  related  to  inadequate  regional  production  of  energy, 
transportation,  and  other  "infrastructure",  key  inputs  into  the 
production  process. 

-  institutional  procedures  that  reduce  the  availability  of  priv- 
ate capital  for  sufficient  economic  development  to  fully  employ 
the  region's  workers  at  non-poverty  wages. 

-  virtually  nonexistent  economic  planning  in  state  government, 

to  anticipate  serious  economic  problems  and  to  guide  public  and 
private  investment  into  areas  of  the  state  and  sectors  of  the 
economy  which  fall  behind  the  rest. 

What  the  Commonwealth  Has  Done 

Paradoxically,  the  things  that  the  state  has  done  in  the  name  of  econo- 
mic development-- job  creation  tax  credits  for   private  industry,  public  in- 
vestment in  the  tourist  industry,  and  the  creation  of  public  industrial 
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development  corporations  or  authorities  backed  mainly  by  revenue  bonds-- 
have  made  things  worse. 

The "$500  tax  credits"  for  private  sector  "job  creation"  produce  no  new 
jobs,  but  they  do  cost  the  Commonwealth  in  foregone  jobs  and  revenue-- jobs 
and  revenue  that  would  have  been  generated  had  the  taxes  been  collected  and 
used  for  other  purposes. 

To  stimulate  the  tourist  industry  is  to  stimulate  precisely  the  lowest- 
wage,  least  stable,  most  "dead-end"  sector  of  the  economy. 

Since  the  various  development  corporations  and  authorities  are  backed 
by  revenue  bonds,  they  can't  afford  (or  are  afraid)  to  lend  to  (or  invest  in) 
risky  ventures,  for  fear  of  endangering  their  privileged  credit  ratings. 
They  therefore  tend  to  subsidize  firms  or  developers  who  could  have  as  easily 
obtained  their  financing  privately. 

Thus,  all  three  policies  have  been  misdirected,  and  have  not  furthered 
the  economic  development  of  the  Commonwealth.   Tax  subsidies  to  industry 
and  revenue-bonded  public  development  corporations  constitute  a  redistribu- 
tion of  income  from  taxpayers  to  large  corporations.   Tourist  industry  sub- 
sidies reinforce  and  expand  the  size  of  the  low-wage  sector  of  the  economy, 
putting  even  more  pressure  on  workers  to  find  additional  sources  of  income 
(including  welfare  and  unemployment  compensation)  with  which  to  support 
their  families. 

What  the  Commonwealth  Should  Do 

To  deal  with  its  economic  problems,  the  state  should: 

-  invest  in-,-and  participate  in  regional  investment  in--the  re- 
development of  our  deteriorating  infrastructure,   especially 
energy  production  and  railroads.   Consider  the  feasibility  and 
desirability  of  public  ownership;  every  other  capitalist  country 
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either  owns  and  operates  or  significantly  underwrites  these 
sectors o 

promote  the  development  of  new,  mainly  indigenous  (locally- 
based)  commercial  and  industrial  enterprises,   in  the  private 
for-profit  sector  but  also  among  non-profit  municipal  and 
community- level  development  corporations  and  in  city  and  state 
public  enterprises,  all  subject  to  minimum  wage  constraints,, 
Facilitate  the  sales  of  the  goods  and  services  made  in  these 
enterprises  through  publicly  funded  export  promotion, 
remove  implicit  subsidies,  e.g.  free  manpower  services,  to  low- 
wage  firms,  gradually  raise  the  state  minimum  wage  (by  law  or 
administratively),  and  offer  to  help  upgrade  those  low-wage  firms 
willing  to  accept  assistance.   The  state  would  provide  personnel 
and  inventory  management  technical  assistance,  on  a  cost-sharing 
basis  and  using  pools  of  management  consultants.   Establish  maximum 
firm  size,  minimum  wage,  and  equal  employment  opportunity  condi- 
tions for  eligibility.   Use  public  service  employment  and  man- 
power training  programs  to  cushion  the  displacement  of  workers 
and  small  businessmen  caused  by  the  general  upgrading  of  wage 
and  job  quality  levels. 

create  a  state  economic  development  bank  and  a  state  land  bank, 
to  finance  and  manage  the  investments  described  earlier.   The 
bank  would  itself  be  financed  by  state  treasury  deposits,  grants 
from  the  Legislature,  the  capital  appreciation  of  the  holdings 
of  the  land  bank,  and  secondarily  from  the  sale  of  bonds. 
create  a  state  office  of  economic  development  (OED) ,  subsuming 
the  existing  Departments  of  Commerce,  Manpower,  and  Community 
Affairs.   This  office  would  act  as  an  economic  planning  agency 
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to  engage  in  both  "indicative"  (e.g.  "what  investments  are 
Massachusetts  hospitals  going  to  make  next  year,  and  what  im- 
pact will  they  have  on  local  employment?")  and  "target"  (e.g. 
"we  need  to  focus  this  year  on  the  provision  of  capital  for 
the  development  of  a  food-processing  industry  in  the  Southwest 
Corridor  of  Boston")  economic  planning- 
Most  of  the  things  recommended  in  this  Report  would  be  facilitated 
by  national  economic  planning.   In  some  cases,  only  a  national  effort  will 
ultimately  "do  the  job",  e.g.  the  "nationalization"  of  all  taxes,  with 
revenue  sharing,  would  eliminate  interstate  competition  for  new  plants 
based  on  tax  giveaways  which  have  been  found  to  be  so  socially  expensive 
to  the  citizens  of  those  states,  and  replace  it  with  competition  based  on 
local  efforts  to  provide  a  more  attractive  environment  through  public 
services,  manpower  training,  and  infrastructure  development. 


(for  a  list  of  actual  topics  covered  in  the  Report,  see  the  Table  of  Contents 
on  pp.  vii  -  ix) 
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PREFACE 

This  study  of  Massachusetts  economic  development  problems  and  policies 
was  commissioned  in  January,  1974,  by  Senator  Allan  McKinnon,  Co-chairman 
of  the  Joint  Commerce  and  Labor  Committee  of  the  Massachusetts  Legislature. 
Senator  McKinnon  wanted  to  know  how  the  traditional  commerce  and  manpower 
agencies  should  be  organized  in  relation  to  one  another,  and  whether  —  and 
if  so,  how--an  analysis  of  present  and  potential  development  policies  them- 
selves might  help  the  Legislature  to  distinguish  among  alternative  reorganization 
schemes.   As  the  work  progressed,  it  became  clear  that  the  economic  develop- 
ment policy  analysis  was  taking  on  a  life  of  its  own--that  reorganization 
was  not  nearly  so  important  in  and  of  itself.   This  final  report  reflects 
that  revised  sense  of  priorities,  in  that  it  is  centrally  concerned  with 
substantive  development  policy.   Some  remarks  on  reorganisation  are  included 
at  the  end. 

Between  February  and  May,  1974,  we  conducted  more  than  50  interviews 
with  agency  personnel,  businessmen,  corporate  executives,  labor  leaders,  and 
community  organizers  (see  Appendix  I).   We  elicited  opinions  on  existing 
and  pending  developmental  legislation,  on  "proper"  goals  for  state  economic 
development,  on  policy  instruments  for  achieving  those  goals,  and  (of 
course)  on  the  impending  reorganization  itself.   Suggestions  for  new  ap- 
proaches, or  criticisms  of  existing  programs  (and  their  administrators), 
were  then  investigated  to  the  maximum  extent  feasible  within  the  time  frame 
of  the  project.   Limited  research  on  economic  development  programs  in  other 
states  than  Massachusetts  was  also  conducted. 

In  this  work,  I  have  been  ably  assisted  by  a  number  of  individuals. 
My  closest  associates  were  two  graduate  students:  Stuart  Tishler  (on  leave 
from  Clark  University  Department  of  Economics,  as  an  intern  with  the  Commerce 
and  Labor  Committee)  and  Steven  Konkel  (of  the  Harvard  University  Department 
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of  City  and  Regional  Planning) .  The  Senate  and  House  staffs  of  the  Joint 
Commerce  and  Labor  Committee  —  especially  Sandy  Kanter  and  Charles  Savage  — 
performed  a  host  of  functions,  including  arranging  interviews  and  providing 
much-needed  (and  valuable)  criticism  of  successive  draft  reports.  James 
Breagy,  an  independent  consultant,  also  helped  out  with  interviews.  David 
Bird,  a  member  of  Speaker  Bartley's  Joint  Reorganization  Task  Force,  parti-  . 
cipated  in  some  of  the  discussions,  helped  to  focus  the  report,  and  served 
as  a  valuable  critic.   Independent  studies  of  the  Massachusetts  economy  were 
contributed  by  several  Harvard  University  graduate  students,  including 
Margi  Dewar,  David  Knisely,  Carol  Robbins,  and  Jeff  Simon;  and  by  Professors 
Barry  Bluestone  of  Boston  College  and  Andrew  Sum  of  Northeastern  University. 

The  final  manuscript  was  reviewed  in  its  entirety  --  and  criticized  -- 
by  Peter  Doeringer,  Heinz  Muehlman,  and  Larry  Sullivan.  Neither  they  nor 
any  of  the  other  individuals  named  above  are  responsible  for  the  interpreta- 
tions or  arguments  that  remain. 

I  am  most  indebted  to  Senator  McKinnon  for  giving  me  the  opportunity 
to  explore  these  issues  in  a  truly  policy-relevant  setting.   He  has  had 
the  courage  and  the  integrity  to  permit  us  to  challenge  many  "sacred  cows" 
in  the  state,  to  raise  questions  about  policies  and  programs  often  consi- 
dered sacrosanct,  and  to  propose  for  serious  consideration  a  number  of 
explicitly  unorthodox  and  experimental  approaches  to  state  economic  devel- 
opment.  I  look  forward  to  his  leadership  in  future  legislative  discussions 
of  these  issues. 

Bennett  Harrison 

Associate  Professor  of  Economics 

&  Urban  Studies 
Department  of  Urban  Studies  &  Planning 
Massachusetts  Institute  of  Technology 
November,  1974 
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I.   The  State  of  the  State:   An  Overview  of 
the  Massachusetts  Economy  in  1974 

According  to  the  business  press  and  the  more  popular  media,  the  economy 
of  Massachusetts  is  in  trouble.   The  three  most  frequently-mentioned  sources 
of  difficulty  for  the  state  are  the  collapse  in  the  demand  for  the  products 
of  the  "defense"  industry,  the  secular  decline  in  employment  in  the  mill- 
based  industries,  such  as  shoes  and  textiles,  and  the  region's  precarious 
location  at  the  end  of  the  national  power  and  transportation  systems. 

Massachusetts  ranked  seventh  in  the  country  in  "defense"  contracts 
prior  to  1969.  Arthur  D.  Little,  Inc.  estimates  that: 

One  out  of  every  five  people  unemployed  and  seeking 
work  in  Massachusetts  [in  1970]  lost  his  job  due  to 
cutbacks  in  defense  spending;  the  ratio  [declined] 
to  one  in  seven  or  eight  individuals  over  the  next 
two  years.   Over  [the]  period  1970-72,  we  estimate 
that  25,000  jobs  [were]  lost  by  civilian  employees  on 
military  installations. 
The  industries  most  affected  have  been  electrical  machinery,  transportation, 
equipment,  ordnance,  and  nonelectrical  machinery.  The  areas  most  seriously 
impacted  were  Boston,  Lowell,  the  Lawrence-Haverhill  region,  and  Pittsfield. 
While  most  of  the  jobs  lost  were  (as  popularly  thought)  in  the  professional- 
technical  category,  probably  a  fifth  were  unskilled.  And  of  course  the 
multiplier  effect  of  the  reduced  spending  out  of  the  reduced  incomes  of 
those  laid  off  (or  never  hired  because  of  the  disappearance  of  the  job) 


~   A.D.  Little,  Inc.,  Fostering  Industrial  Growth  in  Massachusetts,  Dept.  of 
Commerce  and  Development,  Commonwealth  of  Massachusetts.,  Vol.  I.  pp.  2-3. 
These  are  direct  impacts  only;  the  secondary  effects  on  subcontractors  and 
merchants  were  not  estimated. 


further  depressed  the  economy,  leading  to  still  further  layoffs  in  services, 
retail  trade,  and  construction. 

The  secular  deterioration  in  the  mill-based  and  related  labor  intensive 
industries'  demand  for  labor  is  the  second  major  structural  problem  in  the 
state's  economy .   Until  1972,  employment  in  the  furniture  industry  had  de- 
clined steadily  each  year  since  1965;  in  1972,  it  rose  slightly  (by  400 
jobs).   Work  in  the  food  industry  has  declined  without  letup  since  1954. 
Until  it  gained  700  jobs  in  1972,  the  textile  industry  underwent  a  steady 
reduction  in  employment  since  1950.   Apparel  jobs  have  failed  to  grow  every 
year  since  1964.   Rubber  and  plastics  jobs  increased  by  400  in  1972;  previ- 
ously, they  had  been  on  the  decline  since  1966.   Leather  has  not  registered 
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a  single  gain  since  1955. 

In  some  cases,  these  declines  in  traditional  mill  employment  are  the 
result  of  increases  in  productivity  through  the  introduction  of  new  equip- 
ment and  techniques;  a  separate  and  quite  detailed  study  would  be  needed  to 
verify  this  hypothesis.   It  is  our  best  judgment  that  declining  demand  for 
the  products  themselves  (or  at  least  for  those  produced  in  New  England 

relative  to  elsewhere)  is  a  more  important  factor  than  increasing  producti- 

.,   3 
vi  Ly, 

The  problem  has  been  exascerbated  by  a  significant  shift  in  the 

capital-intensity  of  newer  firms  in  the  State.   The  First  National  Bank  of 


U.S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  Employment  and  Earnings 
in  States  and  Areas:  1939-72',  Bulletin  1370-10,  G.P.O.,  1972,  "Massachusetts" 
section. 
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One  study  did  find  that,  in  Lowell  at  least,  a  lower  proportion  of  the  mill- 
based  firms- suffered  declining  employment  from  1962  to  1972  than  did  other 
firms.   Moreover,  the  proportion  of  very  high  employment  growth  for  mill-based 
firms  exceeded  the  corresponding  proportion  for  other  firms  in  Lowell.   See 
Lowell  Center  City  Commission  and  Massachusetts  Executive  Office  of  Communities 
and  Development,  Jan. -Feb.  1973  survey  of  11  firms  in  Lowell.   "Mill-based" 
may,  however,  refer  to  small  businesses  that  have  moved  into  the  abandoned  mills 
to  get  cheap  space,  rather  than  to  such  traditional  mill  industries  as  furniture 
and  textiles. 


Boston  commissioned  a  statistical  analysis  of  so-called  "factor  shares"  in 
Massachusetts.  The  proportions  of  each  dollar  of  output  produced  that  end  up 
as  wages,  salaries,  and  benefits  to  workers  are  given  in  Table  1.1.  It 
appears  that  Massachusetts'  old  industrial  base  was  more  labor-intensive  than 
the  national  average  for  the  corresponding  industries,  while  its  newer,  emer- 
ging base  is  much  less  labor-intensive  than  the  national  average  for  the  same 
industries. 

TABLE  1.1 
Labor  Shares  of  State  Output  in  Massachusetts:   1963-1967 

Labor  Share 


Type  of  Industries U.S  . Mass. 

Massachusetts'  declining  industries     35c  per  $1 

of  output  Ale 

Massachusetts'  growing  industries       21c  12c 

Source:  James  Howell,  Chief  Economist,  First  National  Bank  of  Boston 

Perhaps  the  newer  firms  engage  in  capital-intensive  research  and  development 
work  in  their  Massachusetts  plants,  while  reserving  their  production  work 
for  plants  in  other  states  (or  other  countries).   In  any  case,  a  dollar  of 
locally  produced  output  produces  fewer  jobs  in  Massachusetts  than  it  used  to. 

The  third  widely-recognized  problem  with  the  Massachusetts  economy  is 
its  location  with  respect  to  the  sources  of  supply  of  energy,  and  the  severely 
deteriorated  state  of  its  rail  transport  system.  These  problems  are  inter- 
dependent. For  example,  in  1968: 

The  cost  of  industrial  fuel,  as  measured  at  electric 
power  generation  plants,  [was]  higher  in  New  England 
than  in  any  other  region  of  the  country  and  at  least 
357o  higher  than  in  the  country  as  a  whole.   The  reason 
for  this  differential  is  again  transportation  costs  re- 
sulting from  having  to  import  coal,  gas  and  residual 


oil  from  outside  the  area  as  well  as  higher  taxes.   Elec- 
tric power  rates  are  also  relatively  high  in  New  England 
(in  large  part  due  to  fuel  costs  and  taxes),  exceeding 

the  national  average  by  at  least  117.  [in  1968]  for 

4 
comparable  service. 

One  large  company  with  plants  in  several  states  has  kindly  provided  us 
with  comparative  data  on  power  costs  in  its  different  plants*   In  March,  1974, 
with  costs  measured  in  dollars  per  thousand  kilowatt  hours  of  electric  power, 
and  assigning  an  index  number  of  100  to  a  North  Carolina  plant  in  this  firm, 
comparative  index  costs  in  plants  in  New  York,  Maine,  New  Hampshire  and 
Massachusetts  were  100.7,  176.3,  153.3,  and  211.1,  respectively  (these 
figures  are  admittedly  crude,  as  they  do  not  take  into  account  differences 
in  plant  capacity  or  efficiency  in  the  five  locations). 

In  July  1974,  among  the  nation's  23  largest  metro  areas,  only  two 

(Buffalo  and  N.Y. -Northeastern  N.J.)  faced  higher  fuel  and  utility  prices 

5 
than  Boston. 

To  make  matters  worse,  there  is  some  evidence  that  New  England  indus- 
tries are  slightly  more  intensive  users  of  gas,  electric,  and  water  resour- 
ces per  dollar  of  total  output  than  their  national  counterparts  (compara- 
tive data  for  Massachusetts  alone  are  not  available).  Consider  four  impor- 
tant sets  of  New  England  industries:  food  processing,  fabrics-textiles- 
leather-shoes,  transportation  equipment-ordnance,  and  machinery-equipment. 
In  the  U.S.  as  a  whole,  these  industries  consume  about  $0.00257,  $0.00420, 
$0.00508,  and  $0.00645  of  power  per  dollar  of  total  output.   In  New  England, 


^Arthur  D.  Little,  Inc.,  New  England:  An  Economic  Analysis,  New  England 
Regional  Commission,  Nov.  1968,  p.  101. 

U.S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  "Retail  Prices  and  Indexes 
of  Fuels  and  Utilities',',  news  release,  Wash.,  D.C.,  Sept.  1974,  table  3. 
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the  "direct  input  coefficients"  for  gas-electric-water  are  $0.00692,  $0,00688, 
$0.00580,  and  $0.00691=   Thus,  our  industries  not  only  pay  higher  prices 
per  unit  of  power,  but  they  probably  consume  slightly  larger  quantities  of  power 
per  dollar  of  total  output,, 

According  to  Mass.  Division  of  Employment  Security  data,  and  perhaps  as 
a  result  of  these  forces,  there  has  been  a  substantial  increase  in  unemploy- 
ment in  Massachusetts.   The  absolute  number  of  unemployed  workers  in  the 
state  averaged  about  one  hundred  thousand  in  1967.   By  December  of  1973,  the 
number  had  practically  doubled,  to  191  thousand.   Over  the  same  period,  the 
(seasonally  adjusted)  state  unemployment  rate  rose  from  4.0  percent  (com- 
pared with  a  1967  national  rate  of  3.8  percent)  to  7.3  percent  (compared 
with  a  December  1973  national  rate  of  4.8  percent). 

Officially-calculated  unemployment  is  even  higher  in  the  big  cities 
of  the  state,,   For  example,  in  December  1973,  while  Boston  had  a  seasonally 
unadjusted  rate  of  5.9  percent,  Brockton's  rate  of  joblessness  (according 
to  Division  of  Employment  Security  records)  was  8.9  percent,  Fall  River's 
was  8.8  percent,  Lawrence-Lowell  had  a  rate  of  8.7  percent,  New  Bedford's 
was  7.5  percent,  and  Springfield's  was  6.8  percent.  Worcester  had  a 
"low"  (J)  rate  of  "only"  5.7  percent.   In  the  smaller  cities,  things 
appeared  to  be  even  worse;  Plymouth  and  Gloucester  had  official  unemployment 
rates  of  19.6  percent  and  12.7  percent  respectively. 

This  image  of  catastrophically  high  unemployment  lies  at  the  core  of 
the  widely-expressed  public  and  private  concern  over  the  health  of  the 


The  national  figures  come  from  the  Office  of  Business  Economics,  U.S. 
Department  of  Commerce,  Input-Output  Structure  of  the  U.S.  Economy:  1963, 
Nov.  1969,  Table  2.   The  New  England  estimates  were  provided  by  Professor 
Karen  Polenske,  Department  of  Urban  Studies  and  Planning,  M.I.T.,  from  her 
1963  New  England  Input-Output  table.   The  1968  1-0  tables  were  not  yet 
available  at  the  time  of  writing;  in  any  case,  these  particular  technical 
coefficients  are  thought  to  be  fairly  stable  over  time. 


Massachusetts  economy.   Issues  of  productivity,  labor  skills,  adequate 
infrastructure  (transportation,  power,  and  public  services)  and  "environ- 
ment" notwithstanding,  unemployment  was  the  economic  indicator  which  was 
cited  most  frequently  by  almost  everyone  interviewed  in  the  course  of  this 
study,  and  which  certainly  captures  most  of  the  attention  of  the  media  and 
the  business  press.   Jobs  for  Massachusetts,  Associated  Industries  of 
Massachusetts,  and  Citizens  for  Economy  in  Government  repeatedly  point 
to  these  high  unemployment  rates  as  evidence  of  public  (especially  guber- 
natorial) mismanagement.   Their  main  complaint  about  the  high  "cost  of 
doing  business"  in  Massachusetts  concerns  their  "intolerably  high"  unem- 
ployment insurance  taxes,  necessitated  by  this  high  unemployment.   They 
argue  that  these  costs  are  forcing  many  firms  to  move  out  of  the  Common- 
wealth, and  are  discouraging  new  plants  from  moving  in. 

We  shall  examine  these  charges,  and  the  relationship  between 
industrial  location  and  the  costs  of  doing  business,  in  the  next  chapter 
of  this  Report.   For  the  moment,  let  us  look  again  at  the  "fact"  of 
unusually  high  unemployment  in  Massachusetts. 

Monthly  unemployment  rates  for  the  Commonwealth  of  Massachusetts 
and  its  constituent  cities  are  estimated  by  the  Massachusetts  Division 
of  Employment  Security  (a  Federal  agency).   Counts  of  employed  persons 
are  based  upon  payroll  records  of  business  establishments;  estimates  of 
the  unemployed  come  from  unemployment  insurance  (UI)  records.   Thus, 
firms  not  covered  by  the  UI  system  (and  workers  not  currently  eligible 
for  unemployment  compensation)  do  not  enter  into  the  calculations.   For 
these  reasons,  the  federal  Bureau  of  Labor  Statistics  and  the  Census  Bureau 
are  now  designing  an  expanded  version  of  the  (much  more  reliable)  monthly 
Current  Population  Survey,  which  interviews  workers  and  their  families  in 
their  homes  and  therefore  comes  much  closer  to  achieving  universal  cover- 


age  (albeit  by  sampling) . 

In  Massachusetts,  neither  public  nor  most  private  non-profit  employers 
are  included  in  the  UI   system  (public  hospitals  and  colleges  were  brought 
into  UI  in  1972) .  These  sectors  typically  sustain  far  lower  unemployment 
than  the  rest  of  the  economy.  Moreover,  local  UI  eligibility  rules  provide 
a  disqualification  period  of  4-8  weeks  after  a  worker  leaves  his  or  her  old  job3 
if  the  worker  "quits";  during  this  interval,  that  worker  would  not  be 
counted  as  "unemployed"  by  the  DES  method.  There  are  other  deficiencies  in 
the  DES  procedure,  as  well.  All  are  readily  admitted  by  responsible  offi- 
cials such  as  Massachusetts  Manpower  Secretary  Mary  Newman,  who  now  totally 
repudiates  these  figures  and  is  fully  supportive  of  the  federal  project  to 
replace  them  with  BLS-Census  Bureau  household-based  estimates. 

Finally,  to  the  extent  that  Massachusetts  imports  more  students  than  it 
exports  (which  is  likely) ,  and  given  the  tendency  of  young  people  to  high 
unemployment,  the  existence  of  our  disproportionately  large  student  popula- 
tion undoubtedly  imparts  a  further  upward  bias  to  our  unemployment  rates. 

The  result  of  these  systematic  biases  in  the  local  method  is  that  DES 
unemployment  rates  exaggerate  "true"  unemployment  in  Massachusetts.  Table 
1.2  compares  1970  average  DES  estimates  for  our  largest  urban  areas  with  esti- 
mates from  the  1970  Census,  based  (like  the  monthly  CPS)  on  household  inter-  , 
views.   In  every  case,  the  DES  figures  are  too  large  --  more  than  twice  as 
large  in  the  case  of  Lowell!   The  Census  Bureau  puts  1972  average  annual  Mass. 
unemployment  at  6.5  percent;  DES  published  a  figure  of  7.2  percent.  ° 


'Bureau  of  Labor  Statistics,  U.S.  Dept.  of  Labor,  New  Procedures  for 
Estimating  Unemployment  in  States  and  Local  Areas,  Report  432,  G.P.O. ,  1974, 

Q 

°Ibid.,  table  2.   Incidentally,  these  higher-quality  household-based  Census 
data  reveal  that  black  unemployment  in  Massachusetts  is  more  than  twice  as 
great  as  white  unemployment  --  13.0  percent  vs.  6.3  percent  in  1972.  Bureau 
of  Labor  Statistics,  U.S.  Dept.  of  Labor,  Geographic  Profile  of  Employment 
and  Unemployment,  1972,  Report  421,  G.P.O. ,  1973,  table  3. 


TABLE  1.2 

Comparison  of  Census  and  DES  Unemployment  Rates  for 
Massachusetts:  1970 

Census  Bureau             State  DES 
(household               (employer 
Urban  area basis)3 basis)" 


Boston 

3.5  percent 

Brockton 

3.7 

Fall  River 

4.8 

Lawrence -Haverhi 

.11 

4.1 

Lowell 

4.1 

New  Bedford 

5.1 

Springfield- 

Chicopee- 

Holyoke 

4.2 

Worcester 

3.6 

4, 

.3 

per 

cent 

6, 

.7 

6, 

,8 

6, 

,9 

8, 

,5 

8, 

,8 

6, 

,3 

4, 

.9 

aU.S.  Bureau  of  the  Census,  Census  of  Population:  1970,  General 

Social  and  Economic  Characteristics,  Final  Report  PC(1)-C1, 

United  States  Summary,  G.P.O.,  1972. 
^Research  Department,  Mass.  Div.  of  Employment  Security, 

"Massachusetts  Trends  in  Employment  and  Unemployment",  Feb. 

1970-Jan.  1971. 
neither  series  is  seasonally  adjusted. 

In  any  case,  however  accurately  measured,  the  unemployment  rate  serious- 
ly misrepresents  our  labor  market  problems.   True,  with  a  steadily  expanding 
labor  force,  it  would  take  the  creation  of  more  than  200,000  new  jobs  in 
Massachusetts  over  the  next  two  years  to  get  the  unemployment  rate  below 
47o.   But  that  doesn't  even  begin  to  address  the  problem  of  dissatisfied 
low-wage  and  involuntarily  part-time  or  seasonally  employed  workers,  or  the 
"discouraged  workers"  who  have  dropped  out  of  active  job  search  altogether. 
There  is  much  interest  among  labor  economists,  federal  government  statis- 
ticians and  others  in  developing  social  indicators  to  measure  such  "under- 
employment." A  task  force  has  been  created  within  the  U.S.  Bureau  of 
Labor  Statistics  to  examine  the  technical  and  financial  feasibility  of 
producing  regular  estimates  of  what  some  call  the  "subemployment  rate." 
The  data  for  calculating  a  subemployment  rate  for  Massachusetts  are  not 
yet  available.   However,  in  1972,  the  U.S.  Senate  Poverty  Subcommittee 


(whose  Chairman  is  Senator  Gaylord  Nelson  of  Wisconsin)  calculated  such  an 
index  for  the  "inner  city"  of  Boston,  an  area  containing  about  577.  of  the 
City's  population,  based  on  data  from  the  1970  Census.   This  inner  city 
area  had  a  conventional  unemployment  rate  of  8.57.,  but  a  subemployment  rate 
of  at  least  227.  (assuming  $2  per  hour  to  be  the  appropriate  watershed  be- 
tween "adequate"  and  "inadequate"  wages)  and  as  much  as  52%  (assuming  $3 .50 

9 
per  hour  to  be  the  "socially  necessary  minimum  adequate  wage").   This  gives 

some  indication  of  how  the  conventional  unemployment  rate  understates  the 

severity  of  the  problem. 

None  of  this  should  cause  us  to  lose  sight  of  the  strengths  of  the 

Massachusetts  economy.  At  least  until  recently,  the  Commonwealth  had  the 

ninth  highest  per  capita  income  of  all  the  states,  and  fewer  poor  people 

than  all  but  three  other  states.    The  core  of  our  economic  base  is  doing 

well:   electrical  and  nonelectrical  machinery  (despite  the  military 

contract  cutbacks),  communications  equipment,  electronic  components,  most 

services  (especially  those  associated  with  the  operation  of  business  offices), 

wholesale  and  retail  trade,  and  government  itself  (employment  in  the  public 

sector  has  grown  since  1968  by  16c,  to  its  present  level  of  about  350,000 

jobs).   The  new  Hewlitt-Packard  plant  in  Andover  is  expected  to  eventually 

generate  5,000  direct  jobs.   During  1973,  most  of  the  industrial  space 

vacated  by  R  &  D  firms  in  the  recession  of  the  early  1970 's  and  as  a  result 

of  cutbacks  in  defense  and  space  programs  was  reoccupied,  largely  by 

diversified  companies  producing  for  civilian  markets.    And  we  d£  have  a 

highly-skilled  labor  force.   In  1970,  the  share  of  the  labor  force  employed 


q 

?U.S.  Senate,  Committee  on  Labor  and  Public  Welfare,  Subcommittee  on  Employment, 

Manpower  and  Poverty,  Hearings  on  Comprehensive  Manpower  Reform,  1972,  92nd 

Cong.,  2nd  Session,  April  1972,  Part  5,  p.  2277. 

10Boston  Globe,  March  19,  1973,  p.  1 

Board  of  Economic  Advisors,  Annual  Report,  Commonwealth  of  Mass., 1974,  p.  17, 
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as  laborers  or  household  service  ("domestic")  workers  was  only  4.5%  in 
Massachusetts,  as  against  7.27.  in  the  U.S.  as  a  whole,.  And  the  proportion 
of  the  adult  population  having  completed  high  school  was  —  even  as  far  back  as 
1968  --  more  than  six  percentage  points  greater  in  Massachusetts  than  in  the 

i  o 

U.S.  as  a  whole.     The  attractive  and  growth  stimulating  impact  of  the 

Commonwealth's  enormous  education  industry  (with  l25ol  thousand  government 

13 
and  84.3  thousand  private  paid  employees  in  1973   )  is  of  course  well--'  own,, 

One  surprising  strength  grows  out  of  the  older  decline  itself.   The 
abandonment  of  many  of  the  old  mills  has  created  a  lot  of  cheap  space  for 
a  host  of  small  Massachusetts  businesses.   Interviews  with  some  of  these 
companies  revealed  a  real  concern  that  urban  renewal  or  other  similar 
programs  might  mistakenly  demolish  these  facilities,  or  make  them  less 
accessible. 

An  investment  anticipations  survey  conducted  in  the  fall  of  1973 
by  the  First  National  Bank  of  Boston  revealed  that  "expenditures  of  $1.4 
billion  on  new  plants  and  equipment  are  planned  by  New  England  manufacturers 
in  1974,  a  157,  increase  over  the  $1.2  billion  spent  last  year."-^  The 
strongest  sectors  appeared  to  be  primary  and  fabricated  metals  and  electric- 
al equipment.   It  could  not  be  determined  what  share  of  these  intended 
expenditures  would  be  placed  in  Massachusetts.   In  a  related  analysis,  the 
Secretary  of  Manpower  Affairs  has  written: 

Despite  the  attention  which  is  given  to  the  unemployment 
rate,  we  are  encouraged  by  the  economic  performance  of  the 
Commonwealth  during  the  past  year.  Non-agricultural  em- 


1  o 

Dept.  of  Commerce  and  Development,  Massachusetts  Fact  Book,  no  date,  pp.  3-4, 

1  o 

Division  of  Employment  Security,  unpublished  data,  May  1974. 
First  National  Bank  of  Boston,  news  release,  March  25,  1974. 
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ployment  increased  by  56,000  jobs  during  1973,  with  one- 
third  of  those  jobs  in  the  durable  goods  sector  „  .  .  This 
is  particularly  encouraging  because  employment  growth  in  this 
sector  generates  large  multiplier  effects  throughout  the 
economy.   These  industries  are  (especially)  dependent  upon 
other  industries  for  their  input  requirements  and  the  incomes 
generated  by  their  high  wage  payments  are  a  significant 
stimulus  to  retail  trade  and  service  activity. 
High  rates  of  job  growth  together  with  high  unemployment  rates  are  re- 
conciled here  in  Massachusetts  --  as  in  the  country  as  a  whole  --  by  the 
phenomenon  of  rapidly  increasing  labor  force  participation,.    More 
people  want  to  work  than  ever  before  —  a  fact  which  sharply  contradicts 
the  widespread  belief  on  the  part  of  many  businessmen  that  the  local 
population  is  "too  lazy  to  work,"  or  is  "less  interested  in  looking  for 
a  jobc"  In  fact,  the  rate  of  expansion  of  the  Massachusetts  labor  force 
substantially  exceeded  the  overall  New  England  rate  during  the  period 
1970-73.   This  is_  a  serious  policy  problem  --  but  it  is  not  the  problem  of 
irremediable  economic  stagnation  that  has  been  presented  by  some  prominent 
critics. 

It  is  also  not  entirely  fair  to  compare  Massachusetts'  slow  rate  of 
economic  growth  in  recent  years  with  the  booming  South,  as  some  writers 
have  done.    As  an  older,  mature  industrial  state  with  a  full  complement 


15Executive  Office  of  Manpower  Affairs,  "Employment  Trends  1970-1974", 
May  17,  1974.  • 

16 

The  unemployment  rate  is  defined  as  the  ratio  of  the  number  of  people  look- 
ing for  but  unable  to  find  work  to  the  number  working  or  looking  for  work. 
When  new  people  enter  (or  re-enter)  the  labor  force  to  look  for  work,  but 
cannot  find  it,  the  ratio  goes  up. 

17cf.  "New  England:  What  Replaces  the  Old  Industry?",  Business  Week,  August  4, 
1973,  pp.  36-42 „ 
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of  infrastructure,  industries  and  services,  we  have  a  larger  and  deeper 
economic  base  upon  which  to  grow:  the  larger  the  base  employment,  the  harder 
it  is  to  achieve  large  percentage  gains  in  growth.   In  other  words,  we  should 
not  allow  ourselves  to  he  overwhelmed  by  pessimistic  forecasts  of  slower 
overall  economic  growth  for  the  state;  the  slowdown  in  our  rate  of  growth 
is  to  a  great  extent  a  normal  function  of  the  age,  size,  and  complexity  of 

our  economy,   But  this  also  means  that  Massachusetts  growth  must  be  qualitatively 

18 
different  than  the  growth  of  younger  regions. 

To  show  how  a  mature  economy  can  reduce  unemployment  even  with  a 

moderate  rate  of  growth  of  new  activity,  the  Massachusetts  Division  of 

Employment  Security,  back  in  1968,  prepared  a  set  of  projections  of  job 

growth  by  occupation.   Growth  of  new  jobs  was  projected,  as  well  as  vacancy 

rates  due  to  attrition  (e.g.  by  death  or  retirement).   There  are  some 

problems  with  the  quality  of  these  (and  other  DES)  data,  but  they  serve 

to  illustrate  a  point.   We  have  extracted  a  small  number  of  occupations 

from  the  much  more  complete  listings  in  DES;  these  are  presented  in  Table 

1.3.   The  creation  of  new  jobs  in  many  of  the  skilled  occupations  is  expected 

to  occur  at  a  fairly  fast  pace;  this  is  also  true  for  such  semi-skilled 

occupations  as  mechanics  and  repairmen,  food  and  other  service  workers. 

But  even  in  negative  growth  occupations  like  textile  workers  and  machine 

operatives,  the  projected  reduction  in  jobs  is  more  than  offset  by  expected 

vacancies  attributable  to  attrition.   In  other  words,  new  positions  are 


18in  fact,  after  undergoing  sustained  economic  growth  for  two  decades  at 
a  pace  exceeding  the  national  (and  far  exceeding  the  New  England)  rate, 
the  Southern  region  has  begun  to  experience  a  significant  decline  in  its 
rate  of  growth.  This  has  been  described  as  "probably  inevitable  [since] 
the  'New  South'... is  becoming  more  and  more  like  the  rest  of  the  county.., 
We  were  behind  everybody  else.  Now  we're  catching  up."  "South 's  Economy 
Lags  After  a  Robust  Decade",  New  York  Times,  Sunday,  Sept.  22,  1974,  p.  1, 
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constantly  opening  up  in  existing  job  slots.   One  task  of  public  policy 

must  be  to  fill  these  vacancies  as  rapidly  as  they  occur,  perhaps  with 

priorities  given  to  various  target  (e.g.  "disadvantaged")  groups  of 

citizens,. 

Table  1.3  illustrates  one  important  relationship  between  economic 

development  and  manpower  policy.   The  former  has  been  largely  identified 

with  the  creation  of  new  jobs.   The  latter  is  primarily  concerned  wit 

improving  the  efficiency  and  equity  of  the  process  by  which  workers  are 

matched  with  vacancies  in  existing  jobs.   Economic  development  and  manpower 

policy  are  by  no  means  limited  to  these  tasks,  but  it  is  probably  correct 

that  these  tasks  are  the  most  important  ones  to  keep  in  mind„ 

TABLE  1.3 
Projected  Employment  in  Massachusetts  Occupations,  1968-1975: 

New  Jobs  and  Attrition 


Occupation 


Actual 

1968 

Employment 


Projected 

1975 

Employment 


New  Jobs 
due  to 
Growth 


Projected 
Vacancies 
due  to 
Attrition 


Professional  medical 

workers  72,718  87,295 

Clerical  workers  445,321  500,927 

Mechanics,  repairmen  90,389  104,772 

Textile  workers  (knitter, 

etc.)  50,027  42,735 

Operatives  297,890  266,720 

Food  service  workers  71,589  86,237 

Other  service  workers 128,551 160,819 


14,577 


55,606 


14,383 

-7,342 
■31,170 


14,648 


32,268 


22,491 

130,239 

12,203 

15,292 
68,363 


18,381 


39,630 


SOURCE:  Department  of  Commerce  and  Development,  Massachusetts  Market  Data  Book, 
no  date,  Table  27. 

Conclusion 


Thus,  the  economic  picture  seems  to  be  a  mixed  one.   Simplistic  depic- 
tions of  the  state  economy  as  undergoing  catastrophic  decline  are  clearly 
exaggerated—and  based  to  a  great  extent  on  data  which  are  admitted  by  all 
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knowledgeable  persons  to  be  seriously  defective. 

Nevertheless,  there  are  serious  problems,  and  this  Report  will  attempt 

to  identify  and  explain  them..   Their  solution  is  going  to  require  a  degree 

of  deliberate,  calculated  state  economic  planning  never  before  contemplated-- 

let  alone  undertaken.   In  a  1971  study  of  the  Massachusetts  economy,  published 

by  the  Depto  of  Commerce  and  Development,  economist  K„  Heinz  Muehlmann  (now 

the  Vice-President  of  Jobs  for  Massachusetts)  wrote: 

During  the  course  of  its  economic  history,  the  eoonomy  of 

Massachusetts  had  its  share  of  trying  periods.  As  one  of 

the  world's  oldest  industrialized  areas,  Massachusetts  has 

seen  its  traditional  industries  decline  and  has  suffered 

through  a  great  many  national  economic  setbacks,  but  unlike 

many  of  the  world's  oldest  areas  Massachusetts  has  remained 

an  industrial  leader. . .Massachusetts '  economic  transformations 

from  time  to  time  were  mainly  engineered  by  external  forces : 

a  troubled  economy  in  the  1930s  was  rescued  by  the  demands  of 

World  War  II;  a  declining  manufacturing  base  during  the 

late  1940s  was  refurbished  by  the  advent  of  a  new  industry-- 

electronics;  a  lackluster  economy  in  the  1950s  was  refueled  by 

Sputnik;  and  a  sagging  industrial  output  in  the  early  1960s 

was  given  new  life  by  Vietnam. 

All  these  lifesaving  events  of  the  past  had  little  to  do  with 

the  state's  own  managerial  talent,  or  the  government's  in- 
stitutional capability  or  planning  expertise... 

At  present,  another  trying  period  for  the  economy  of  Massachusetts 
has  begun. . .Massachusetts  can  wait  for  new  external  forces  to 
come  along  and  utilize  the  state's  idle  resources.   Only  time 
will  tell  when  this  might  occur.   However,  during  the  interlude, 
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many  of  the  state's  resources  will  go  underutilized  or  [will] 
move  out  of  the  state  entirely.   The  alternate  route  is  for  the 
state  to  attempt  to  determine  its  own  economic  future.   If 
this  is  to  be  done,  the  time  to  do  so  is  now --by  giving  proper 
attention  to  the  state's  economic  problems,  by  planning  for 
economic  activities,  by  planning  for  maximum  utilization  of  the 

state's  resources,  and  by  applying  modern  tools  to  bring  about  a 

19 
reversal  of  the  state's  adverse  economic  trends. 

This  is  surely  correct.   If  we  wait  for  a  new  expansion  of  the  national 
economy,  or  for  large-scale  revenue-sharing,  Massachusetts  may  be  in  too 
weak  a  position  to  benefit  from  these  stimulants  later  on.   Conversely,  if 
we  begin  now  to  strengthen  our  economic  base,  we  will  be  in  a  far  better 
position  later  to  take  advantage  of  increased  national  and  international 
("export")  demand  for  Massachusetts  products  and  services,  and  new  shared 
revenues  or  grants  from  Washington. 


19 

K.  Heinz  Muehlmann,  et.  al.,  An  Appraisal  of  the  Economy  of  Massachusetts 

with  Proposals  for  an  Economic  Strategy,  Mass.  Dept.  of  Commerce  and 

Development,  Dec    1971,  pp.  1-2. 
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IIo  Popular  Explanations  of  the  Declining  Health 
of  the  Massachusetts  Economy 

Four  explanations  of  the  high  unemployment  and  related  problems  of  the 
Massachusetts  economy  seemed  to  appear  again  and  again  throughout  the  inter- 
views that  went  into  the  development  of  this  Report,   These  explanations  show 
up  in  media  presentations „   They  are  repeated  so  often 

on  Beacon  Hill  that  people  have  come  to  take  them  for  granted.   Sometimes, 
they  even  become  self-fulfilling  prophecies.  We  could  not  avoid  conducting 
an  investigation  of  these  beliefs,  so  prominent  are  they.  As  it  turned  out, 
it's  a  good  thing  we  did  investigate  them,  for  they  are  at  best  only  par- 
tially true,  and  often  proved  to  be  substantially  false.   Continued  un- 
critical acceptance  of  these  "explanations"  can  only  impede  efforts  to 
promote  the  economic  development  of  the  Commonwealth. 

The  four  explanations  are  these:  (1)  "this  is  in  every  respect  a 
high  cost-of-doing-business  state";  (2)  "the  state  government  is  anti- 
business";  (3)  "economic  development  means  industrial  development"  (and 
the  corollary:  "only  blue  collar  industrial  jobs  will  meet  the  employment 
needs  of  our  unskilled—especially  black — workers");  and  (4)  "welfare 
and  unemployment  compensation  are  high  and  rising  because  so  many 
Massachusetts  workers  don't  want  to  work". 

Let  us  examine  each  explanation  in  turn.   Then  we  shall  be  in  a  posi- 
tion to  begin  to  consider  economic  development  policy  itself. 
"This  is  in  every  respect  a  high-cost-of-doing-business  state" : 

In  some  ways,  the  costs  of  doing  business  are  higher  in  Massachusetts 
than  elsewhere.   These  are  invariably  the  categories  stressed  by  pessimists. 
But  in  many  other  ways,  the  costs  of  doing  business  here  are  lower  (or  at 
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least  no  higher)  than  the  corresponding  national  averages. 

In  analyzing  any  cost  item,  it  is  important  to  ask  how  heavily  each 
item  weighs  in  the  total  cost  structure  of  some  representative  Massachusetts 
businesses.   If  an  item  which  is_  in  fact  more  expensive, in  the  Commonwealth 
than  elsewhere  counts  for  only  a  very  small  proportion  of  a  firmAs  total 
costs,  it  will  probably  not  be  a  serious  deterrent  to  location  or  expansion 
of  that  firm  in  Massachusetts. 

This  point  was  made  last  year  by  Edwin  C.  Kepler,  Executive  Director 
of  the  Montachusett  Economic  Opportunity  Council,  and  formerly  a  program 
manager  and  plant  location  specialist  with  General  Electric.  Referring 
to  James  Howell's  famous  pamphlet,  "Look  Out,  Massachusetts! 1 1 ",  which 
argues  that  "state  and  local  taxes  are  so  high  as  to  constitute  a  major 
handicap  to  the  competitiveness  of  companies  located  here"  (and  that  these 
high  taxes  are  due  to  excessively  liberal  social  welfare  programs),  Kepler 
said: 


...insofar  as  business  is  concerned,  local  and  state 
taxes  are  simply  not  very  significant.   In  manufacturing 
operations,  local  and  state  taxes  generally  amount  to 
less  than  one  half  of  one  percent  of  sales.   ...Let  me 
illustrate  witu  actual  figures  of  a  small  local  plastics 
company.   In  a  recent  year... its  employee  costs  -  payroll 
and  fringe  [benefits]  -  came  to  32.8  percent  of  sales. 
When  the  salaries  of  officers  were  added,  its  total  per- 
sonnel costs  were  40.5  percent  of  sales.   Its  profit 
[rate]  that  year  was  9.2  percent  [of  sales]  ...  state  and 
local  taxes  ...  came  to  .2  of  one  percent.   Now  let  us 
suppose  that  we  made  a  big  political  effort  and  persuaded 
local  and  state  government  to  cut  in  half  its  expenditures 
for  welfare,  for  education,  for  highways,  and  so  on  — 
forgetting  the  misery  and  chaos  that  would  result  —  so  that 
state  and  local  taxes  were  reduced  by  fifty  percent.  What 
would  ...  that  mean  to  the  company  I've  been  talking  about? 
It  would  mean  an  increase  in  profit  of  .011  of  one  percent 
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of  sales o   It  would  mean  virtually  nothing. 
The  Federal  Reserve  Bank  of  Boston  reports  to  us  that,  "as  a  rule, 
Massachusetts  taxes  on  industry,  compared  with  (ten)  other  states,  have 
been  found  to  fall  in  a  middle  to  upper-middle  range".   The  ranks  are 
shown  in  Table  II .1  (as  in  the  Andersen  study,  Table  II. 1  includes 
property  and  all  other  state  and  local  taxes.   Incidentally,  although  the 
state  of  Indiana  is  generally  the  most  expensive  of  the  eleven  states  in 
the  table,  with  Massachusetts  tax  costs  averaging  only  647.  as  much, 
Indiana  has  experienced  a  lower  unemployment  rate  than  Massachusetts  for 
at  least  the  last  decade!   This  should  serve  as  a  warning  about  drawing 
simplistic  connections  between  two  variables  in  a  complex  economy. 


•'-"The  Importance  of  Manpower  to  the  Montachusett  Region",  remarks  by 
Edwin  C.  Kepler  before  the  Personnel  Management  Council  of  the  Leominster 
Chamber  of  Commerce,  Nov.  20,  1973,  p.  2.   The  figure  of  state  and  local 
taxes  constituting  only  .2  of  one  percent  of  total  sales  is  surely  unre- 
presentative of  the  statewide  average.  What  is_  a  representative  figure? 
Actual  sales  data  for  real  firms  were  not  available  to  us,  and  without  them, 
the  tax  data  were  not  worth  getting.  A  recent  study  by  Arthur  Andersen  & 
Co.  (A  Comparative  Study  of  State  and  Local  Taxes,  January  1972),  conducted 
for  the  Massachusetts  business  community  and  therefore  presumably  privy  to 
confidential  information,  made  its  interstate  comparative  tax  cost  analysis 
by  postulating  five  "prototypical"  firms:  three  in  manufacturing  (small, 
medium,  and  large),  one  in  service,  and  one  in  research  and  development. 
Exhibit  I  in  the  Andersen  report  shows  total  state  and  local  taxes.  Each 
prototypical  firm  also  has  an  assumed  level  of  net  annual  sales.   My  calcu- 
lations from  the  Andersen  figures  reveal  a  (state  and  local  tax)-to-sales 
ratio  of  1  to  2  percent.   This  seems  more  reasonable  to  me.  Anyway,  Kepler's 
basic  point  is  correct:  even  if  Massachusetts  taxes  are  relatively  higher 
than  in  many  other  states,  their  absolute  burden  to  Mass.  companies  is  very 
small  (I  am  grateful  to  Heinz  Muehlmann  of  Jobs  for  Massachusetts  for  ac- 
quainting me  with  the  Andersen  study). 
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TABLE  II. 1 
Eleven-State  Comparison  of  State  and  Local  Taxes 
on  Ten  Representative  Industries  in  1971 


Tax  Index 

(highest  =  ', 

L00) 

Industry 

Highest 

Mass. 

Lowest 

Mass.  rank 

Instruments 

100 

(Mich.) 

85 

44 

(in.; 

1     4th 

Chemicals 

100 

(Ind. ) 

78 

45 

(in.: 

1     5 

Food 

100 

(Ind.) 

65 

34 

(in.: 

1     5 

Fabricated  Metal 

100 

(Ind.) 

63 

34 

(in.: 

6 

Machinery  (exe.  elec.) 

100 

(Ind.) 

74 

40 

(in.; 

5 

Apparel 

100 

(W.Va.) 

44 

19 

(in.: 

6 

Elec.  Machinery 

100 

(Ind.) 

64 

33 

(in.: 

6 

Rubber,  plastics. 

100 

(Ind.) 

57 

32 

(Md.) 

5 

Transp . equipment 

100 

(Ind.) 

54 

25 

(Md.) 

5 

Primary  metal 

100 

(Ind.) 

57 

29 

(Del.; 

6 

SOURCE:   Pennsylvania  Economy  League  Tax  Study 

We  have  already  had  occasion  in  Ch.  I  to  report  on  the  high  costs  of 
power  in  the  New  England  region.  According  to  the  Massachusetts  Taxpayers' 
Foundation,  private  electric  utilities  in  the  state  are  taxed  at  a  rate  of 
$56  per  $1,000  of  plant  investment;  this  exceeds  the  national  median  rate 
of  $33  per  $1,000  by  almost  70  percent. 2  But  the  utilities  themselves  are 
immobile,  and  so  can  not  reduce  (let  alone  abandon)  operations  here.  They 
can  pass  these  tax  costs  on  to  their  customers,  however,  thus  imposing  a 
potentially  serious  burden  on  the  latter  --  including  companies  which  are 
not  so  committed  to  remaining  in  Massachusetts.  One  remedy  --  which  is 
being  advocated  by  certain  consumer  groups  and  others  --  is  a  legislated 
reduction  in  the  rate  of  return  allowed  the  public  utilities.  While  all 


'Boston  Globe,  April  28,  1974,  p.  52. 
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the  effects  of  lowering  the  rate  of  return  cannot  be  taken  up  in  the  present 
Report,  such  a  policy  would  constitute  a  modest  redistribution  of  income  from 
the  utilities  to  firms  and  households  in  the  state 

Unemployment  taxes  are  payments  by  employers  which  are  used  by  the  state 
to  finance  unemployment  compensation  benefits.   Currently,  with  an  average 
rate  of  $lo70  per  $100  of  total  payrolls,  Massachusetts  has  the  highest  rate 
of  any  state  on  the  mainland  (only  Alaska  and  Puerto  Rico  were  higher) .  Yet 

the  average  weekly  benefit  paid  out  last  year  was  below  the  national  average 

3 
($53  vs.  $56).   This  indicates  that  the  high  tax  rate  is  attributable  to 

the  extent  of  unemployment  in  the  state  and  not  to  what  has  been  described 

as  the  "excessive  generosity"  of  the  Commonwealth.   It  is  true  that  the 

maximum  allowable  benefit  ($135  per  week  for  a  worker  and  his  or  her 

dependents)  is  higher  here  than  in  every  state  except  Connecticut.   But  it 

is  effective,  i.e.  de  facto  benefits  which  count,  not  paper  regulations 

(similarly,  while  many  critics  protest  the  city  of  Boston's  high  property 

tax  rate  of  $196  per  $1,000  of  assessed  value,  assessments  are  so  low  that 

4 
the  effective  tax  in  Boston  has  averaged  only  $60  -  $80  per  $1,000). 

And,  again,  such  evidence  as  does  exist  indicates  that  unemployment  taxes 

are  a  small  fraction  of  most  firms'  costs  of  doing  business. 

Several  private  corporations  have  provided  members-  of  the  Legislature 

,with  comparative  cost  data  on  their  plants  operating  in  different  states. 

One  rubber  products  company  compared  workmen's  compensation  rates  in 


■a 
AFL-CIO,  Unemployment  Insurance  Under  State  Laws,  Boston,  Mass.,  Jan.  1, 

1974.  The  Mass.  figures  are  no  doubt  depressed  by  the  large  number  of  wives, 

older  children,  and  college  students  claiming  occasional  assistance9   But, 

wives  and  children  often  must  be  in  the  labor  force,  given  the  low  wages  of 

the  fathers. 

^Boston  Globe,  March  19,  1973,  p.  30. 
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Massachusetts  and  Texas  in  1972$  the  average  rates  were  $115  per  employee  and 
$68  per  employee,  respectively.  A  1973  comparison  drawn  by  a  large  health 
products  company  among  its  several  New  England  plants  indicates  a  rate  of 
$2d7  per  $100  of  wages  in  the  Commonwealth,  but  only  $1.00  in  New  Hampshire, 
$0.82  in  Maine  and  $0.56  in  Vermont.  Again,  however,  this  is  an  item  which 
makes  up  only  a  tiny  proportion  of  the  total  costs  of  these  companies.   More- 
over, these  rates  are  related  to  the  accident  experience  of  the  company  (just 
as  unemployment  compensation  tax  rates  are  related  to  the  labor  turnover 
experience  of  each  company).   To  the  extent  that  the  frequencies  of  indus- 
trial accidents  and  employee  turnover  are  determined  (at  least  in  part)  by 
the  behavior  and  practices  of  the  employer,  the  state  can  hardly  be  held 
responsible  for  these  high  tax  rates.  We  shall  return  to  this  controversial 
issue  in  Chapter  III  of  this  Report. 

"A  major  cause  of  our  high  taxes",  it  is  said,  "is  the  necessity  to 
support  a  mammoth  welfare  population".  Welfare  rolls  in  the  state  did 
indeed  explode  between  1969  and  1971,  giving  Massachusetts  a  higher  per 
capita  welfare  rate  than  every  other  state  except  New  York  and  California 
(even  though  we  have  far  fewer  recipients).   But  almost  507.  of  the  total 
welfare  cost  was  reimbursed  by  the  federal  government.   Moreover,  "of 
the  total  welfare  budget,  over  40  percent  is  for  MEDICAID,  and  those  funds-- 
$374.2  million--go  to  hospitals,  nursing  homes,  doctors,  dentists,  and 
druggists.   The  poor  themselves  don't  see  or  control  any  of  this  money." 
Finally,  the  average  weekly  grant  for  a  mother  and  three  children  is 
currently  only  $73.50  per  week;  again  it  is  crucial  to  distinguish  between 
the  maximum  legal  grant  and  the  effective  (actual,  de  facto)  grant  size. 


5Boston  Globe,  March  19,  1973,  p.  39.  This  was  part  of  an  excellent  five-in- 
stallment Globe  special  study  on  "The  Massachusetts  Economy,"  which  ran  in  every 
Monday  issue  between  March  19  and  April  16,  1973. 

Massachusetts  Public  Welfare  Council,  Five  Myths  About  Welfare,  Boston,  no  date. 
A  more  detailed  examination  of  the  caseload  might  well  reveal  the  presence  of  a 
number  of  people  whose  true  need  is  questionable.  But  it  is  simply  dodging  the 
issue  to  believe  that  this  is  the  typical  situation.  Every  serious  national  and 
regional  study  has  proven  this  repeatedly. 
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Some  have  charged  that  "labor-management  relations  are  very  poor  in 
Massachusetts."  But  days  lost  to  strikes  amounted  to  only  0.14  percent  of 
all  days  in  1971,  better  than  36  other  states  (see  Table  II,2)„  And  the 
Massachusetts  rate  has  averaged  23%  less  than  the  national  average  since 
at  least  1963,   This  is  undoubtedly  attributable  (at  least  in  part)  to  the 
predominance  in  Massachusetts  of  unorganized  white  collar  workers. 

One  of  the  most  widespread  and  strongly-held  myths  is  the  one    cl 
says  that  Massachusetts  employers  must  put  up  with  especially  high  employee 
turnover,  and  the  consequent  high  cost  of  re-hiring  and  retraining.   But, 
as  Table  II. 3  shows,  separation  rates  in  Massachusetts  are  not  particularly 
unusual  vis-a-vis  the  country  as  a  whole.   In  fact,  Massachusetts'  1973 
record  was  better  than  that  of  all  the  other  New  England  states  with  the 
exception  of  Connecticut. 

TABLE  II. 2 
Man-days  Idle,  Due  to  Work  Stoppages,  as  a  Percent 
of  Estimated  Total  (Private  Nonfarm)  Working  Time 


Year  U.S.  Mass. 

1963  "        5713%  0.127, 

1964  0.18  0.07 

1965  0.18  0.12 

1966  0.18  0.24 

1967  0.30  0.11 

1968  0„32  0.35 

1969  0.28  0.39 

1970  0.44  0.28 

1971  0.32  0.14 

1963-71  Average 0.26 0.20 

SOURCE:  U.S.  Department  of  Labor,  Bureau  of  Labor 

Statistics,  Handbook  of  Labor  Statistics, 

G.P.O.,  1973.,  table  159. 
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TABLE  II. 3 

Labor  Separation  Rates  in  Manufacturing 

(per  100  employees) 

Mass.a  U.S.b 

Year Total   Quits   Layoffs  Total   Quits   Layoffs 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

Total  Separations  =  Quits  +  Layoffs  +  Retirement 

a  Mass.  Division  of  Employment  Security,  Occupational /Indus try  Research 
Depto,  Job  Vacancies  and  Labor  Turnover;  Mass.  and  the  Boston  SMSA, 
Dec,  1973,  Table  6. 

U.S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  Employment  and  Earnings, 
April  1974,  Table  D-l. 

The  most  pervasive  of  all  the  "cost-of-business"  beliefs  we  encountered 
in  our  interviews  was  the  belief  that  Massachusetts  is  a  "high-wage  state," 
so  much  so  that  this  constitutes  a  major  impediment  to  economic  development. 
Table  II. 4  shows  that  Massachusetts  wage  rates  in  fact  compare  quite  favorably 
with  the  country  as  a  whole.   In  every  year  since  1963,  the  average  weekly 
manufacturing  wage  in  Massachusetts  was  less  than  the  national  average  (and 
the  cost  of  living  higher).   For  two  important  groups  of  occupations--skilled 

maintenance  men  and  unskilled  laborers  and  service  workers --weekly  wages  were 
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slightly  higher  in  Boston  than  in  the  country  as  a  whole,  and  slightly  lower 
in  the  Lawrence -Haverhill  and  Worcester  areas. 

An  analysis  of  1971  wages  in  the  constituent  industries  of  the  manufac- 
turing sector  is  displayed  in  Table  II. 5.   Two  results  are  especially  impor- 
tant,,  First,  while  some  Massachusetts  industries  (such  as  stone,  glass,  and 
textile  products)  paid  slightly  higher  average  wages  than  the  national  average 
for  those  industries,  others  paid  slightly  less.   Second,  for  those  industries 
which  are  overrepresented  in  the  Commonwealth,  relative  to 'the  country  as  a 
whole--ordnance,  non-electrical  machinery,  electrical  equipment,  instruments 
(e.g.  watches),  apparel,  paper,  printing,  rubber  and  plastics,  and  leather 
products — five  pay  below  the  statewide  average  (with  an  average  gap  of  minus 
$0.36)  and  four  pay  above  it  (with  an  average  "surplus"  of  $0.37).   In  other 
words,  Massachusetts'  wages  are  about  average  for  the  country,  and  the  indus- 
tries which  form  the  core  of  the  state's  manufacturing  economy  are  distribu- 
ted equally  between  high-and  low-wage  configurations. 

Still  another  piece  of  evidence  against  the  myth  that  Massachusetts  is 
a  "high-wage  economy"  is  displayed  in  Table  II. 6,  which  shows  earnings 
distributions  in  1967  for  all  workers  in  Massachusetts  (regardless  of 
industry)  and  in  the  country  as  a  whole.   Statistically,  the  corresponding 
distributions  are  very  similar.  Where  there  are  statistically  significant 
differences,  Massachusetts  appears  to  have  relatively  more  high-wage 
non-metropolitan  (i.e.  rural  and  town)  workers  than  the  country  as  a  whole, 
but  relatively  fewer  high-wage  metropolitan  workers  than  the  country  as  a 
whole.  Although  the  relative  incidence  of  poverty  wage  level  workers  was 
lower  in  Massachusetts  than  in  the  rest  of  the  country,  it  was  still  intol- 
erably high:  467o.   This  is  the  very  opposite  of  the  problem  which  so  many 


These  were  the  most  recent  published  data  at  the  time  of  writing.   Income 
distributions  have  shown  themselves  to  be  highly  stable  over  time. 
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TABLE  II. 5 
Manufacturing  Employment  and  Mean  Hourly  Wages  in  1971 

Massachusetts3  U . S . D 


Percent  of  Average    Percent  of  Average 
Total       Hourly     Total       Hourly 

Industry Employment  Wage Employment  Wage 

Total  nonage  employment         100.0%      100.0%      

Total  non-mfgo  employment        74.6       74. 7C      

Total  mfg.  employment 25.4 $3.51 25.3 --- 


Ordnance 

0.7 

3.78 

0.3 

3.85 

Lumber  &  wood  products 

0.2 

3.13 

0.8 

3.14 

Furniture 

0.4 

2.88 

0.7 

2.90 

Stone,  clay,  glass  products 

0.5 

4.10 

0.9 

3.66 

Primary  metals 

0.8 

3.71 

1.7 

4.23 

Fabricated  metals 

1.7 

3.54 

1.9 

3.74 

Machinery,  non-electrical 

3.0 

3.93 

2.5 

3.99 

Electrical  equipment 

3.7 

3.47 

2.5 

3.50 

Transportation  equipment 

1.0 

4.29 

2.5 

4.44 

Instruments 

1.4 

3.62 

0.6 

3.53 

Food  Products 

1.6 

3.41 

2.5 

3.38 

Textile  Products 

1.3 

2.88 

1.4 

2.57 

Apparel 

2.1 

2.68 

1.9 

2.49 

Paper 

1.4 

3.41 

1.0 

3.68 

Printing  &  Publishing 

1.9 

4.21 

1.5 

4.20 

Chemicals 

0.8 

4.03 

1.4 

3.94 

Rubber,  Plastics 

1.5 

3.36 

0.8 

3.41 

Leather  Products 

1.4 

2.80 

0.4 

2.59 

U.S.  Department  of  Labor, 

Bureau  of 

Labor 

Statistics, 

Employment 

and  Earnings 

in  States  and  Areas:  1939- 

■71, 

Bulletin 

1370-9,  G.P.O. 

,  1972, 

Mass 

.  section. 

U.S.  Department  of  Labor, 

B.L 

.S.,  Handbook 

.  of  Labor  Statistics,  G 

.P.O.,  1972, 

table  39. 

c  Includes  some  manufacturing  activity  not  present  in  Massachusetts,  e.g. 
tobacco,  petroleum. 
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businessmen  have  assumed;  in  fact,  Massachusetts  has  entirely  too  many  low- 
wage  jobs  to  support  its  labor  force.  As  indicated  earlier,  this  will  be  a 
major  topic  of  discussion  in  the  next  section  of  this  reporto 

It  is  interesting  that  critics  tend  to  focus  on  the  costs  of  Massachusetts 
government,  without  giving  "equal  time"  to  the  benefits  which  those  expendi- 
tures produce — and  which  contribute  to  the  attractiveness  of  the  Commonwealth 
as  a  place  to  live,  an  increasingly  important  corporate  location  criterion. 
In  a  comparison  of  the  twenty-two  wealthiest  industrial  states,  the  Arthur  D„ 
Little  company  ranked  Massachusetts  first  on  an  index  of  fire  protection  ser- 
vices, social  security  benefits  per  retired  worker,  environmental  protection, 

g 
recreation  and  cultural  services. 

TABLE  I I. 6 

The  Distribution  of  Earnings  in  1967  for  all  Employees: 

U.S.  and  Massachusetts 

Massachusetts  U.S. 

Income  Class Overall    Metro   Non-metro  Overall   Metro  Non-metro 

Less  than  $2,000 
$2,000-$3,499 
$3,500-$4,999 
$5,000-$6,599 
$6,600  or  more 


31.87. 

30.9% 

46.2% 

32.77. 

29.5% 

39.77. 

14.4 

14.4 

14.6 

15.3 

14.1 

17.8 

15.1 

15.4 

9.9 

14.1 

14.0 

14.4 

12.3 

12.4 

9.3 

12.1 

12.3 

10.5 

26.5 

26.9 

20.0 

25.8 

19.6 

17.6 

percent  "poor" 

46.2 

45.3 

60.8 

48.0 

43.6 

57.5 

source  table 

36 

36-B 

36 -A 

1 

1-B 

1-A 

a  In  1967,  the  official  poverty  line  for  a  family  of  four  averaged  $3,500. 
This  is  the  equivalent  of  about  2200  hours  at  the  minimum  wage  of  $1.60. 

Department  of  Health,  Education,  and  Welfare,  Social  Security  Administra- 
tion, Office  of  Research  and  Statistics,  Earnings  Distributions  in  the 
U.S.:  1967,  Publication  No.  SSA  72-11900,  G.P.O.,  1971.   Most  of  the 
corresponding  Mass.  -  U.S.  cell  values  are  not  significantly  different 
from  one  another  at  the  957.  level  of  confidence. 


Arthur  D.  Little,  Inc.,  Massachusetts:  A  Quality  of  Life,  Mass.  Dept, 
of  Commerce  and  Development,  no  date,  p.  25. 
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In  the  Arthur  D.  Little  study,  the  company  selected  for  comparison  those 
states  which  ranked  first  or  second  in  per  capita  income  in  each  of  the  nine 
census  regions  of  the  U.S.,  and  all  states  ranking  in  the  top  fifteen  in 
terms  of  manufacturing  employment,,   This  produced  a  set  of  twenty-one  other 
states  against  which  to  compare  some  of  the  costs  of  doing  business  in 
Massachusetts o 

In  overall  business  environment,  Massachusetts  ranked  fourth  among  the 
twenty-two  states  compared,,   Businessmen  we  interviewed  sometimes  accused 
the  state  of  proliferating  public  sector  jobs,  at  public  expense,,   But 
Massachusetts  ranked  first  among  the  twenty-two  states  in  the  1960-70  ratio 
of  new  private  to  new  public  jobs  created.   The  severity  of  the  unemployment 
problem  is  made  even  clearer  by  the  Arthur  D.  Little  finding  that  only  four 
of  the  twenty-two  states  had  higher  average  unemployment  rates  over  the 
period  1966-70  than  we  did.   On  the  other  hand,  Massachusetts  ranked  third 
in  per  capita  university  research  and  development  expenditures.   Average 
1969  manufacturing  wage  rates  were  lower  than  in  all  but  five  of  the  other 
twenty-two  states.   As  a  percentage  of  gross  business  income  in  1967, 
average  net  business  income  (after  all  business  taxes)  was  an  indicator  on 
which  Massachusetts  scored  thirteenth—neither  best  nor  worst. 

On  balance  then,  except  for  the  high  costs  associated  with  the  ful- 
fillment of  public  responsibility  for  the  victims  of  our  very  high  unem- 
ployment, the  cost  of  doing  business  in  Massachusetts  is  on  most  items  not 
appreciably  higher--and  is  in  some  cases  lower — than  the  national  average, 
or  the  averages  in  many  of  the  other  wealthy  industrial  states  in  the  country. 
Those  items  whose  prices  are  unusually  high  tend  to  constitute  a  small  propor- 
tion of  total  costs.   The  outstanding  exceptions--the  only  categories  for 
which  the  "conventional  wisdom"  seems  to  be  clearly  based  on  fact--are 
energy  and  transportation. 
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"The  state  government  is  anti-business": 

Criticism  from  the  financial  sector--the  big  banks  and  insurance  companies-' 
was  most  vocal  and  most  visible  two  years  ago.   Officials  of  the  State  Street 
Bank,  the  First  National  Bank,  and  the  John  Hancock  Insurance  Company,  all 

criticized  the  state--and  especially  the  Governor  —  for  having  an  "anti-busi- 

9 
ness"  attitude. 

One  corporation  president  wrote  to  his  legislator,  complaining  that  it 
was  becoming  increasingly  difficult  to  make  a  profit  in  Massachusetts  because, 
among  other  things,  "we  have  going  all  around  us  riots,  strikes,  protests, 
racial  problems,  bomb  scares,  and  arson,"  which  the  state  should  presumably 
be  suppressing. 

Large  manufacturers  also  complained  that  they  had  poor  access  to  either 

the  Legislature  or  the  Governor's  office  (we  are  frankly  skeptical  of  this). 

Governor  Sargent's  well-publicized  concern  for  environmental  integrity  was 

especially  vexing  to  many  businessmen  who  found  themselves  saddled  with  the 

new  requirement  for  preparing  environmental  impact  statements.   At  the 

height  of  the  attack  on  the  Governor,  in  late  1972,  James  Howell,  Chief 

Economist  of  the  First  National  Bank,  released  a  paper  entitled  "Look  Out, 

Massachusetts"  which  forecast  a  107,  unemployment  rate  and  further  erosion 

of  the  industrial  base  if  the  state  did  not  "shape  up"  by  freezing  its 

budget  and  taxes,  and  by  introducing  legislation  more  favorable  to  big  business. 
By  the  beginning  of  1974,  with  a  whole  series  of  new  business  incentive 

bills  passed  and  enacted  into  law    (some  of  them  having  been  drawn  up  by 

9Boston  Globe,  March  19,  1973,  p.  1. 

e.g.  extension  of  the  37o  investment  tax  credit,  a  carry- forward-of-losses 
provision  for  hew  companies,  a  payroll  tax  credit,  the  famous  $500  tax  credit 
for  the  hiring  ("in  excess  of  normal  growth")  of  disadvantaged  workers,  a  tax 
credit  against  wages  paid  in  plants  locating  in  impacted  areas,  extension  of 
the  revenue  bonding  capacity  of  cities  and  towns,  and  reduced  unemployment  com- 
pensation payments  to  workers  who  quit  their  jobs,  a  law  which  may  save  employ- 
ers as  much  as  $17  million  a  year.   Boston  Globe,  January  6,  1974,  P,  A-l, 
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Associated  Industries  of  Massachusetts  and  Jobs  for  Massachusetts,  two  corporate 
lobbying  organizations),  the  criticism  from  the  corporate  sector  began  to 
subside.   Globe  interviews  with  business  leaders  from  AIM,  the  Greater  Boston 
Chamber  of  Commerce,  and  other  groups  revealed  a  "wait  and  see"  attitude,  and 
in  some  cases,  actual  praise  for  the  state's  recent  performance.   Legislative 
tax  expert  Robert  McClain  observed  that,  between  1949  and  1974,  the  personal 
income  tax  rate  in  Massachusetts  doubled,  while  over  the  same  period,  the 
corporate  income  tax  rate  rose  by  only  277».   Even  James  Howell,  the  most  vocal 
critic  of  state  economic  policy,  characterized  the  1973  State  House's  output  as 
"damn  favorable  legislation." 

And  yet,  a  group  of  prominent  corporations,  banks  and  utilities  recently 
organized  a  new  "citizen's  lobby"  which  has  criticized  "wasteful  state 
spending",  "mismanagement  of  employment  policy"  ("jobs  are  leaving  Massachu- 
setts," says  one  ad,  "and  that's  wrong"),  and  the  growth  of  public  employment. 
In  its  ads,  this  organization,  Citizens  for  Economy  in  Government,  accuses 
the  state  of  insensitivity  to  the  problems  and  needs  of  business.   CEG  was 
created  by  the  New  England  Life  Insurance  Company,  Boston  Edison,  the  First 
National  Bank  of  Boston,  and  E.G.  and  G.  Company.   Its  advertising  is 
handled  by  the  Harold  Cabot  agency,  the  same  agency  that  handled  an  earlier 
(successful)  corporate  offensive  against  legislation  to  introduce  a  graduated 
income  tax.   Henry  Sears  Lodge  is  the  chief  officer  of  CEG.   The  organization 
is  financed  by  the  above-named  companies  plus  John  Hancock  Life,  Liberty 
Mutual  Insurance,  Massachusetts  Mutual  Life,  the  Norton  Company,  Boston  Gas, 
Cabot,  Cabot  and  Forbes,  the  National  Shawmut  Bank,  and  the  New  England  Mer- 
chants' Bank. *■*■     Clearly,  the  corporate  attack  on  the  state  has  not  been 
muted  by  the  "damn  favorable  legislation"  of  1973. 


The  Boston  Phoenix,  May  14,  1974,  p.  8. 
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It  is  claimed  by  many  that  the  alleged  "anti-business  attitude"  of  the 
state  impedes  the  location  here  of  branch  plants  of  national  corporations. 
But  several  industrial  location  consultants  told  us  that  the  most  attractive 
companies  —  those  large  firms  with  a  modern  capital  stock,  progressive  per- 
sonnel policies,  paying  high  wages--tend  to  treat  such  intangible  factors  as 

l 
"the  business  climate"  or  "the  attitude  of  the  state"  as  secondary  considera- 
tions in  choosing  a  site,  long  after  the  "nitty-gritty"  issues  of  marketing 
efficiency,  labor  costs  and  labor  relations,  availability  of  infrastructure, 
and  such  personal  or  "environmental"  issues  as  the  quality  of  schools  and 
housing  for  the  families  of  their  executives.   This  doesn't  mean  that  the 
state's  public  image  with  respect  to  business  is  unimportant  or  should  be 
neglected.   But  it  does  suggest  that  the  decline  in  the  state  economy  probably 
can  not  be  significantly  attributed  to  the  "image  factor," 

The  previous  comments  have  all  been  addressed  to  the  corporate  sector 
of  private  business.   Conspicuously  absent  in  media  and  trade  journal 
discussions  of  government-business  relations  have  been  the  feelings--and 
the  problems — of  small,  "home  grown,"  businesses  in  the  state.   Like  the 
rest  of  the  nation,  Massachusetts  is  a  state  made  up  of  predominantly 
small  companies.   Table  11,7  compares  the  size  distribution  of  Massachusetts 
manufacturers  in  1972  with  that  of  manufacturers  in  the  country  as  a  whole. 
The  distributions  are  remarkably  similar.   In  Massachusetts,  777,  of  the  re- 
porting units  had  fewer  than  50  employees  in  1972. 

From  our  interviews,  two  facts  emerge.   First,  these  are  the  businesses 
which  suffer  the  greatest  neglect  from  the  state,  who  can' t  get  in  to  see 
the  Governor,  the  Speaker,  or  the  Senate  President  on  demand.   Second,  the 
smaller  businesses  are  less  aware  of  the  state  programs  and  aids  already 
available,  and  are  more  in  need  of  state-supported  information  diffusion 
generally  than  are  the  so-called  "big  guys,"   Community  Affairs  Secretary 
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Thomas  Atkins  draws  a  useful  distinction  on  this  issue:  "The  state  needs  to  be 
responsive  to  the  'big  guys';  they  know  what  they  need.   But  for  the  'little 
guys',  the  state  must  be  prepared  to  initiate  programs  of  technical  assistance," 
It  should  be  noted,  however,  that  the  state's  failure  to  give  adequate  attention 
to  smaller  businesses  does  not  imply  an  "anti-business  attitude," 

One  of  the  continuing  sources  of  private  sector  discontent  with  the  state-- 
as  revealed  by  correspondence  and  interviews — is  the  great  amount  of  "red 
tape"  through  which  companies  must  often  wade  in  order  to  consumate  their 
business  with  the  Commonwealth.   The  state  can  and  should  reduce  these  bureau- 
cratic obstacles  to  more  efficient  management.   But  this  is  a  problem  endemic 

TABLE  II. 7 
Size  Distribution  of  Manufacturing  Firms,  1972 
Massachusetts  and  U.S. 


Employment 
Size  Class 


Massachusetts3 


U.S, 


Total  Employment 

1  -  3 

4  -  7 

9-19 

20  -  49 

50  -  99 

100  -  249 

250  -  499 

500  -  more 


100.0% 

19.1 

16.1 

22.6 

19.3 

10.5 

7.5 

3.0 

1.9 


100.07, 
22.2 
16.3 
22.2 
17.9 

9.0 

7.4 
2.9 
2.0 


a  U.S.  Dept.  of  Commerce,  County  Business  Patterns,  G.P.O.,  1973, 
CBP  -  72  -  73,  Table  IB. 

U.S.  Dept.  of  Commerce,  County  Business  Patterns,  G.P.O.,  1973, 
CBP  -  72  -  1,  U.S.  Summary,  Table  1-A. 

to  all  bureaucratic  institutions  (including  the  home  offices  of  large  private 

corporations),  and  again  does  not  connote  an  "anti-business  attitude"  on  the 

part  of  the  state  government. 
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"Economic  development  means  industrial  development" 

Among  those  whom  we  interviewed--and  who  have  been  interviewed  from  time 
to  time  by  the  media — are  a  number  of  persons  and  organizations  who  feel  strong- 
ly that  state  economic  development  policy  ought  to  concentrate  on  the  manufac- 
turing (and  R  &  D)  or  "industrial"  sector.   Advocates  of  industrial  priority 
argue  that  this  sector  constitutes  the  "export  base"  of  the  state  economy, 
selling  its  products  outside  the  state  (and  often  outside  the  country)  and 
bringing  in  the  earnings  that  to  a  considerable  extent  support  state  govern- 
ment and  provide  local  jobs  and  wages.   In  addition  to  the  exporting  argument, 
some  corporate  lobbyists  seemed  to  feel  that  goods  production  is  somehow  more 
"real"  than  service  production. 

An  important  corollary  to  these  arguments  for  giving  priority  to 
industrial  development  concerns  a  popular  assumption  about  technology  and 
labor  skills.  We  often  heard  people  say  that,  since  the  majority  of  the 
unemployed  in  Massachusetts  used  to  be  blue  collar  industrial  workers  when 
they  did  work,  therefore  we  need  to  expand  the  industrial  sector  in  order 
to  most  expeditiously  re-employ  these  people.   By  implication,  the  demand 
for  unskilled  or  semi-skilled  ("nonskilled")  labor  is  too  "thin,"  outside 
of  the  manufacturing  sector,  to  permit  us  to  make  a  serious  dent  in  our 
unemployment  problem  "out  there." 

Although  it  is  sometimes  conceptually  difficult  to  think  of  a  state 
exporting  the  services  it  produces,  in  fact  there  is  no  technical  difference 
at  all  between  the  export  of  goods  and  the  export  of  services.  When  students 
from  the  forty-nine  other  states  and  some  fifty  foreign  countries  come  to 
Massachusetts  to  attend  college,  the  local  service  sector  is^  engaged  in 
exporting,  with  income  being  brought  into  the  state  from  outside.  The 
tuition  payments  of  "foreign"  (i.e.  non-Massachusetts)  students  are  export 


34, 


i 

income,  in  exactly  the  same  way  that  the  receipts  from  a  local  plastics 
manufacturer's  sales  of  products  to  a  California  (or  British)  buyer  are 
export  income.   In  fact,  in  certain  respects,  the  service  exports  are 
even  more  stimulative  of  the  local  economy  than  are  the  goods  exports, 
since  many  service  sales  to  "foreigners"  take  place  through  the  customers 
actually  coming  to  Massachusetts.)   European  (or  New  York)  students  in  our 
colleges  contribute  much  more  than  just  tuition  payments  to  the  local 
economy.   They  also  patronize  our  real  estate,  retail  food  and  clothing, 
transportation,  recreational,  cultural,  and  medical  industries,. 

One  standard  source  of  direct  estimates  of  export  sales  is  an  "input- 
output  table,"  which  shows  the  sources  and  final  users  of  all  inputs  (re- 
sources and  intermediate  goods)  and  outputs  (goods  and  services)  produced 
in  a  region.   Professor  Karen  Polenske  of  MIT  has  constructed  such  a  table 
for  the  State  of  Massachusetts,  using  data  for  the  year  1963  (a  1967  1-0 
table  is  "in  the  works"  as  of  this  writing).   She  estimates  that  total 
exports  of  manufactured  products  for  that  year  were  $9.6  billion,  which 
was  about  797.  of  gross  state  manufacturing  output.   By  contrast,  total 
non-manufacturing  exports  were  $147  million,  about  457.  of  gross  state 

1  o 

non-manufacturing  output.    Thus,  manufacturing  is_  relatively  more  impor- 
tant than  non-manufacturing  as  a  source  of  export  income,  but  the  non- 
manufacturing  contribution  is  not  insignificant.   Clearly,  a  Massachusetts 
export  -  promotion  policy  should  include  both  goods  and  services. 

These  figures  are  extremely  uncertain,  as  are  most  small  area  input- 
output  statistics.  An  alternative  measure,  whose  numerical  basis  is  more 
certain  but  which  requires  fairly  heroic  assumptions  for  its  use,  is  the 
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Karen  Polenske,  data  assembled  under  the  direction  of  John  M.  Rogers 

at  Jack  Faucett  Associates,   See  John  M.  Rogers,  State  Estimates  of 

Interregional  Commodity  Trade,  1963  (Lexington,  Mass. :  Heath-Lexington 

Books,  1973)  pp.  72-443. 


I 
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regional  economist's  "location  quotient, "  If  we  assume  that  national  per 
capita  output  in  a  particular  industry  is  a  good  (if  not  precise)  measure 
of  average  per  capita  demand  (i„e„  supply  equals  demand  at  the  national 
level),  and  if  in  addition  we  assume  that  the  per  capita  demand  for  goods 
and  services  is  pretty  much  the  same  from  one  state  to  another,  then  "local 
area  per  capita  output  above  the  national  average  signifies  net  exports 

(from  that  locality),  and  local  area  per  capita  output  below  the  national 

13 
average  reflects  net  imports, " 

Table  II. 8  displays  the  appropriate  figures  for  selected  industries 
in  Boston,  the  state  of  Massachusetts,  and  the  U.S.  as  a  whole  for  1970. 
By  this  indicator,  Boston  is  a  net  exporter  of  everything  (except  agricul- 
tural products),  but  especially  of  finance,  insurance,  and  real  estate 
(F.I.R.E.)  and  (principally  education)  services — partly  to  the  rest  of  the 
state.  Massachusetts  itself  is  a  net  exporter  of  services  and  F.I.R.E. 
That  the  Massachusetts  location  quotient  for  manufacturing  is  not  greater 
than  unity,  when  Polenske's  figures  show  substantial  manufacturing  exports, 
is  attributable  in  part  to  the  high  level  of  aggregation  in  Table  II. 8.   If 
we  could  calculate  coefficients  for  individual  industries,  we  would  see  that 
some  of  these  show  very  high  location  quotients,  indicating  Massachusetts' 
strong  export  position  in  these  industries  (e.g.  electrical  equipment). 

Note  that  the  total  output  coefficients  are  greater  than  unity  for 
both  Boston  and  the  State  of  Massachusetts.  In  1970,  therefore,  both  econo- 
mies probably  displayed  greater  average  productivity  than  the  national  econo- 
my as  a  wholel   This  should  come  as  some  surprise  to  those  critics  who  depict 


1  o 

Alexander  Ganz  and  Peter  Menconeri,  "The  Expanding  Boston  City  Economy," 
Boston  Redevelopment  Authority,  Research  Dept.,  Working  Paper  EC-1, 
July  1970,  p.  20. 
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the  local  economy  as  uniformly  lagging  behind  the  rest  of  the  country! 

According  to  an  unpublished  an  confidential  1971  survey  conducted  by 
the  Federal  Reserve  Bank  of  Boston,  the  state  industries  in  which  exporting  ac- 
tivity is  responsible  for  creating  the  largest  proportion  of  jobs  in  those 
industries  are  education,  jewelry/silverware/plate,  mechanical  measuring 
and  control  devices,  non-rubber  footwear,  photographic  equipment  and  supplies, 
and  special  industrial  machinery.   But  in  terms  of  total  Massachusetts  jobs 

contributed  by  export-oriented  industries,  four  of  the  five  top  ranking  indus- 

14 
tries  are  in  the  service  sector. 

TABLE  II. 8 


Boston 

,  Massachusetts, 

and  the  U 

.S.:  1970 

Gross  Per  Capit£ 

i  Product 

Export 

Coeffi 

cients 

Sector 

Boston 

Mass. 

U.S. 

Boston/U.S.   Mass. /U.S. 

Agric. /mining 

$    14 

$   24 

$  238 

.06 

.10 

Construction 

558 

251 

157 

3.55 

1.60 

Manufacturing 

1,856 

1,455 

1,449 

1.28 

1.00 

Transp./commun. /utilities 

1,365 

380 

515 

2.65 

.74 

Wholesale /re tail 

trade 

2,024 

5,600 

844 

2.40 

1.17 

Finance/insurance/real 

estate 

4,687 

865 

636 

7.37 

1.36 

Services 

2,402 

991 

457 

5.26 

2.17 

Government 

1,635 

287 

466 

3.51 

.62 

Total  Output 

14,574 

5,456 

4,805 

3.03 

1.14 

SOURCE:  Unpublished  estimates  provided  by  Peter  Menconeri,  Boston  Redevelop- 
ment Authority,  based  on  data  from  U.S.  Bureau  of  the  Census.  These 
are  only  estimates,  and  should  be  used  with  caution. 

In  sum,  these  numbers--the  best  available--suggest  that,  to  the  extent 

that  economic  development  requires  a  healthy  export  sector  in  order  to  bring 

income  into  the  region,  non-manufacturing  deserves  attention  as  well  as 

manufacturing,  for  both  contribute  to  the  state's  export  earnings. 
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Frederick  Glantz,  Federal  Reserve  Bank  of  Boston,  unpublished  survey.  We 

are  grateful  to  Mr.  Glantz  for  providing  us  with  these  rankings.   Confi- 
dentially precludes  our  publishing  the  actual  statistics. 
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We  also  investigated  the  popular  argument  that  "economic  development 
means  (or  should  mean)  industrial  development"  because  unemployed  workers-- 
especially  those  who  are  "disadvantaged"--tend  to  have  been  blue  collor 
industrial  workers  when  they  did  work.   According  to  the  1970  Census  Employ- 
ment Survey,  conducted  in  the  inner  city  low-income  neighborhoods  of 
fifty-one  large  cities,  of  all  1.6  million  persons  aged  16+  who  experienced 
at  least  some  unemployment  (or  who  dropped  out  of  the  labor  force  at  all) 
during  the  twelve  months  prior  to  their  interview  with  the  Census  taker, 
724,000,  or  about  457o,  had  been  employed  (when  they  worked)  in  the  sales, 
clerical,  service,  and  private  household  occupations .   Only  741,000  workers, 
or  46%,  had  been  previously  employed  as  blue-collar  workers.    In  the  low- 
income  neighborhoods  of  Boston  in  1970  (including  white  Charlestown,  as 
well  as  black  Roxbury),  of  the  45,723  residents  aged  16+  who  experienced  at 
least  some  unemployment  or  nonparticipation  over  the  year,  22,251,  or  497,, 
had  been  employed  in  one  of  the  four  "nonskilled"  occupations.   Only  20,400 
people,  or  457.,  had  been  employed  as  blue  collar  craftsmen,  operatives,  or 

1   u  16 

laborers. 

The  inaccuracy  of  the  myth  that  the  unemployed  tend  to  have  bet  .  blue 
collor  industrial  workers  is  even  greater  than  is  indicated  by  the  above 
findings.   This  is  because  many  of  the  unemployed  blue  collar  workers  were 
employed  in  non-manufacturing,  when  they  worked.   In  1970,  467.  of  Massachusetts 
craftsmen,  operatives,  and  laborers  were  employed  outside  of  manufacturing. 

Even  when  construction  workers  are  removed  from  the  sample,  the  figure  is 

still  347„.17 


5U.S.  Bureau  of  the  Census,  Census  of  Population,  1970,  Employment  Profiles 
of  Selected  Low-Income  Areas,  Final  Report  PHC  (3)-l,  U.S.,  G.P.O.,  1972, table  20. 

16... Final  Report  PHC  (3)-25,  Boston,  G.P.O.,  1972,  table  20. 

'Our  calculations  from  U.S.  Bureau  of  the  Census,  1970  Census  of  Population, 
Detailed  Characteristics:  Massachusetts,  PC(1)-D23,  Table  180. 
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That  so  many  nonskilled  (i.e.  clerical,  sales,  service,  and  domestic) 
workers  have  in  fact  been  employed  in  the  service  sector  of  the  economy 
speaks  to  the  second  part  of  the  "unemployed  workers  need  industrial  jobs" 
argument.   Is_  there  "room"  for  nonskilled  workers  in  our  service  industries? 
Advocates  of  giving  priority  to  manufacturing  development  say:  "not  much."  ! 
The  facts  say  otherwise. 

For  example,  in  1970,  31.87.  of  Massachusetts'  clerical,  sales,  service 

and  household  workers  had  completed  fewer  than  twelve  years  of  school,  and 

18 
77.67.  had  no  more  than  a  high  school  diploma.    In  the  same  year,  1.3  million 

of  the  1.6  million  state  government  employees  in  America  worked  in  these 

four  nonskilled  occupations;  287.  had  not  completed  high  school.  '  Clearly,  < 

there  is  room  for  the  unskilled  or  semi-skilled  in  these  jobs. 

The  extent  of  the  alleged  "skill  mis-match"  between  unemployed  workers 

and  vacant  jobs — especially  outside  of  manufacturing — has  been  a  popular 

explanation  for  the  high  unemployment  of  central  city  and  depressed  area 

residents,  especially  those  who' are  nonwhite.   But  a  detailed  analysis  of 

the  "mis-match  hypothesis"  in  the  urban  context  has  concluded  that  it  is 

at  most  only  a  small  factor  contributing  to  "ghetto"  unemployment  and 

poverty,  and  is  probably  better  characterized  as  a  hypothesis  lacking  strong 

empirical  support,  certainly  less  important  than  racial  and  class 

20 
discrimination.    Besides,  there  are  other  remedies  for  a  true  skill 

mis-match  than  public  neglect  of  non-manufacturing,  e.g.  vocational  and 

on-the-job  training,  job  redesign,  and  affirmative  action  programs. 


18IbicL,  Table  179. 
1  q 

U.S.  Bureau  of  the  Census,  Census  of  Population,  1970  Subject  Reports, 

Government  Workers, Final  Report  PC(2)-7D,G.P.O. ,  1973,  Table  5,  unweighted 

average. 
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Bennett  Harrison.  Urban  Economic  Development:  Suburbanization,  Minority  Op- 
portunity, and  the  Condition  of  the  Central  City  ; (Washington,  D.C.:  The 
Urban  Institute,  1974),  ch.  3. 
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The  technology  of  service  production  is  quite  labor-intensive  (and,  more 

21 
important,  nonskill-intensive).   This  is  especially  true  of  the  public  sector. 

And,  in  any  case,  public  service  employment  practices  are  directly  subject  to 

policy  interventions  in  the  interest  of  attaining  distributional  goals.   If 

there  i_s  now  a  skill  mis-match  in  this  sector,  there  needn't  be. 

In  short,  it  would  be  a  serious  mistake  for  economic  development  policy 

in  Massachusetts  to  ignore  the  service  sector,  i_f  the  objectives  of  such  policy 

include  the  maintenance  of  export  earnings  and  the  reduction  of  unemployment, 

especially  for  the  non-skilled.   Manufacturing  has  an  important  place  in  the 

policy  mix,  but  the  myth  that  the  decline  in  manufacturing  relative  to  services 

makes  full  employment  impossible  is  just  that--a  myth. 

"Welfare  and  unemployment  compensation  are  high  and  rising  because  so  many  Mass. 
workers  don't  want  to  work" 

There  is  surely  some  truth  in  the  belief  that  welfare  and  unemployment 

compensation  provide  an  attractive  alternative  to  work  for  some  people. 

This  is  an  important  area  of  inquiry  in  the  field  of  so-called  "dual  labor 

market  theory,"  currently  under  study  by  a  number  of  university-based 

22 

economists.    However,  it  is  grossly  misleading  to  attribute  the  willingness 

to  substitute  such  paid  "leisure"  for  "honest  hard  work"  to  more  than  a  small 
fraction  of  the  labor  force.   More  seriously,  the  assertion  that  at  least  some 
workers  do  behave  this  way  does  not  explain  why  they  do  so.  Without  such  an 
explanation,  it  is  premature  to  propose  (as  some  business  groups  have  done) 
that  the  state  reduce  its  welfare  and  unemployment  compensation  rates  in  order 
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Harold  L.  Sheppard,  Bennett  Harrison,  and  William  Spring,  eds.,  The 

Political  Economy  of  Public  Service  Employment  (Lexington,  Mass.: 

Heath-Lexington  Books,  1972). 

22 

Cf.  Peter  Doeringer  and  Michael  Piore,  Internal  Labor  Markets  and  Manpower 

Analysis  (Lexington,  Mass.:  D.C.  Heath,  1971)  chs.  7-8;  Bennett  Harrison, 
Education,  Training,  and  the  Urban  Ghetto  (Baltimore:  The  Johns  Hopkins 
Press,  1972),  ch.  5;  and  David  M.  Gordon,  Theories  of  Poverty  and  Under- 
employment (Lexington,  Mass.:  Heath-Lexington,  1972). 
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to  reduce  employee  turnover.   It  may  well  be  that  such  an  action  by  the  state 
would  only  lead  to  an  increase  in  property  crime,  drug  addiction,  family 
dissolution,  and  mental  disorder.   Such  a  hypothesized  relationship  between 
"subemployment"  (low  wage,  involuntary  part-time,  and  unstable  work)  and 
social  pathology  is  in  fact  the  object  of  a  current  study  sponsored  by  the 
Center  for  the  Study  of  Metropolitan  Problems  of  the  National  Institutes  of 
Mental  Health. 

The  few  studies  attempting  to  correlate  employee  terminations  in 
Massachusetts  with  welfare  or  unemployment  compensation  enrollment  show 
no  evidence  of  any  systematic  relationship.   One  very  large  Massachusetts 
company  (actually  a  branch  plant  of  a  multinational  corporation)  recently 
asked  the  Division  of  Employment  Security  to  check  on  the  current  status  of 
675  workers  whom  the  company  had  hired  during  1971-72  and  who  subsequently  quit. 
Only  189  people  out  of  the  675  ever  filed  unemployment  compensation  claims. 
Four  were  found  ineligible  and  71  never  drew  benefits  (apparently  because 
they  went  back  to  work).   Thus,  only  114  drew  benefits — 177o  of  those  who 
quit.   Former  DES  Director  Richard  Gilliland  concluded  that,  "since  most  of 
the  other  837.  were  eligible,  we  can  reasonably  conclude  that  these  people  went 
on  to  other  jobs."  DES  is  currently  evaluating  similar  requests  from  other 
companies;  the  results  should  prove  interesting. 

A  1973  study  of  personnel  turnover  in  the  plastics  industry  in  the 

Montachusett  area  revealed  that: 

Sixteen  percent  of  the  employers  thought  that  welfare  was  a  contribu- 
tory factor  to  turnover.   However,  the  data  indicate  that  only  2% 
of  the  former  employees  applied  for  welfare  and  27,  received  it. 


23  Montachusett  Opportunity  Council,  Inc.,  A  Study  of  Personnel  Turnover  in 
the  Plastics  Industry,  MOC,  Inc.  Manpower  Component,  1973,  p,35.  This  is 
an  appropriate  place  to  dispell  yet  another  myth  about  welfare,  i.e.  that 
the  rolls  are  dominated  by  blacks  and  Puerto  Ricans  who  migrate  to  Mass. 
to  get  on  the  "dole."  In  fact,  over  70  percent  of  the  state's  welfare  re- 
cipients are  white,  the  majority  of  "welfare  mothers"  on  the  rolls  were  born 
in  Massachusetts,  and  the  great  majority  of  low-skilled  migrants  to  the 
state  come  from  New  York,  where  benefits  are  even  higher  than  in  Mass  I 
Public  Welfare  Council,  op.cit. 
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In  fact,  some  workers  (throughout  the  country)  seem  to  receive  both  wages 

9/ 

and  welfare  whenever  possible  --which  isn't  surprising,  in  view  of  the  very- 
low  level  of  wages  on  which  such  workers  are  forced  to  subsist. 

And  that's  a  clue  to  an  answer  to  the  question:  why  do  at  least  some 
workers  quit  their  jobs  to  "go  on  welfare  or  unemployment  insurance?"  Although 
the  aforementioned  plastics  industry  study  does  not  show  such  a  correlation, 
other  quantitative  studies  have  demonstrated  a  statistically  significant  re- 
lationship between  job  tenure  or  quit  rates  and  wage  rates.   In  a  famous  study 
of  ABCD  (the  Boston  community  action  program)  job  placements,  Boston  University's 
Peter  Doeringer  found  that  "the  availability  of  alternative  low-wage  job 
opportunities  and  the  unattractiveness  of  such  low-wage  work  interact  to  dis- 
courage the  formation  of  strong  ties  to  particular  employers. . .for  wage  rates 

higher  than  the  prevailing  wage,  disadvantaged  workers  are  more  likely  to  be 

2S 
stable  employees." 

Professor  Andrew  Sum  of  Northeastern  University  has  conducted  the  first 

rigorous  statistical  analysis  of  the  determinants  of  quit  rates  in  Massachusetts 

26 
manufacturing.    The  detailed  results  are  presented  in  Appendix  C  for  closer 

examination  by  the  interested  reader.   To  summarize:  monthly  worker  quit  rates 

over  the  period  1960-1970  were  lower  in  industries  paying  high  wages,  lower  in 

industries  which  were  growing  rapidly  (thus  creating  more  opportunities  for 


24  Harrison,  Education,  Training  .  .  .,  op.cit. ,  ch.  5. 

^  Peter  Doeringer,  "Ghetto  Labor  Markets-Problems  and  Programs,"  Program  on 
Regional  and  Urban  Economics,  Harvard  University,  Discussion  Paper  No.  35, 
1968,  mimeo,  pp.  10-11. 

°  Andrew  Sum  and  Kenneth  Dunmore,  "The  Determinants  of  Quit  Rate  Behavior 
in  Massachusetts'  Manufacturing  Industries  1960-70,  and  the  Implications 
for  Manpower  Program  Planning  and  Evaluation,"  Dept.  of  Economics, 
Northeastern  University,  June  1974,  unpublished  manuscript.   We  are 
grateful  to  Professor  Sum  for  sharing  these  as  yet  unpublished  findings 
with  us,  and  for  allowing  us  to  cite  them. 
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promotion),  and  lower  in  industries  which  were  highly  concentrated  in  certain 
areas  of  the  state  (thus  tending  to  "push  out"  competing  users  of  local  labor 
and  therefore  restricting  the  alternative  job  opportunities  for  local  workers). 
The  quit  rate  was  also  lower,  across  all  industries,  when  the  state  unemployment 
rate  was  high  (indicating  a  shortage  of  alternative  job  opportunities).   Fin- 
ally, Sum  found  that  the  quit  rate  tended  to  rise,  across  the  board,  as  the 
Massachusetts  economy  shifted  increasingly  away  from  manufacturing  an 
toward  a  non-manufacturing  base.   This  is  an  especially  important  finding 
which  we  will  have  occasion  to  return  to  later  on. 

In  other  words,  Massachusetts  employers  (like  employers  everywhere) 
suffer  high  turnover  to  the  extent  that  they  pay  low  wages.   There  tend 
(as  the  newspaper  want  ads  clearly  show)  to  be  a  more  or  less  steady  supply 
of  low  wage,  low-skill,  unstable  jobs  available  throughout  the  year,  at  least 
in  the  older  industrial  areas  of  the  state.   These  jobs  have  few  entrance 
requirements;  certainly  they  seldom  demand  educational  credentials.   Thus, 
workers  becoming  alienated  from  their  boring  low-paid  unstable  jobs  know  that 
they  can  always  scratch  out  at  least  part  of  a  living  from  easily  obtained 
similar  jobs.  Under  such  conditions,  weakv"job  attachment"  is  highly  likely-- 
and  completely  rational.   In  short,  the  biggest  competitor  for  the  workers  of 
low-wage  employer  A  isn't  welfare  or  unemployment  compensation;  it's  low-wage 
employer  Bl  As  Edwin  Kepler  said,  in  a  speech  before  the  Leominster  Chamber 
of  Commerce  last  November: 

Like  blaming  local  and  state  taxes  for  high  costs,  blaming 
welfare  and  unemployment  compensation  for  high  turnover 
may  be  an  emotionally  satisfying  explanation  since  it  puts 
fault  with  someone  else,  but  neither  is  based  on  fact,  and 
therefore,  neither  is  the  basis  for  solutions  to  those  par- 
ticular problems. 
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Kepler,  op.cit. ,  p.  5, 
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Much  more  research  needs  to  be — and  is  being — conducted  on  this  subject. 
But  there  is  every  indication  from  existing  research  that  the  charge  by  some 
businessmen  that  workers  are  quitting  their  jobs  to  go  on  welfare  or  relief 
is  at  best  exaggerated,  at  worst  incorrect,  and  in  any  case  fails  to  take 
into  account  the  most  probable  explanation  for  such  behavior,  when  it  does  occur: 
the  low  wages  paid  by  employers.   We  shall  return  to  this  important  issue  in 
Chapter  III  of  this  Report. 

Conclusion 

Massachusetts  businesses (and  consumers)  pay  extraordinarily  high  prices 
for  power  and  transportation.  Unemployment  insurance  taxes  on  business  are 
high—because  unemployment  is  high  and  so  many  jobs  pay  very  low  wages—but 
most  workers  who  leave  their  jobs  in  fact  never  draw  either  welfare  or  un- 
employment "comp".  Other  costs  of  business  compare  favorably  with  the  other 
industrial  states.   In  some  cases— especially  in  terms  of  labor  costs—Mass, 
is  actually  a  low-wage  statel   State  and  local  business  taxes  are  not  especially 
high,  and  in  any  case,  the  services  they  help  to  produce  place  the  Commonwealth 
at  the  very  top  of  most  business  executives'  lists  of  desirable  states  in  which 
to  live. 

There  is  no  evidence  that  the  present  or  past  state  administrations  have 
been  "anti-business".  And  in  any  case,  major  industrial  location  decisions 
are  seldom  predicated  on  such  insubstantial  impressions.   Certainly  the  state 
has  done  little  to  promote  strong  economic  planning,  but  this  is  not  something 
that  the  business  community  has  actively  sought  anyway. 

The  transformation  of  the  economic  base  from  mill-oriented  blue-collar 
manufacturing  to  service-oriented  white-collar  and  blue-collar  work  has 
created  serious  problems.   But  they  have  been  much  misunderstood  or  mis- 
represented.  The  problem  is  not  that  services  don't  earn  the  Commonwealth 
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export  income — they  do--or  that  unskilled  workers  laid  off  by  the  mill  industries 
(or  "new"  black  and  other  minority  workers)  cannot  find  suitable  work  in  the 
new  service  sector  because  of  a  skill  mismatch;  services  use  as  many  or  even 
more  unskilled  workers  as  do  the  manufacturers .   The  real  problem  caused 
by  this  structural  shift  is  that  many  of  the  services  tend  to  pay  low  wages « 

If  these  popular  explanations  of  the  ill-health  of  Massachusetts  are 
in  question,  then  what  are  the  "real"  problems?  We  have  already  nentioned 
high  infrastructure  costs,  low  wages ,  and  (implicitly)  lack  of  planning. 
The  next  Chapter  develops  these  topics  further,  and  adds  a  new  one:  the 
inadequate  supply  of  venture  capital. 
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III.  The  Central  Problems:  High  "Subemployment" 

and  Inadequate  Capital  for  Economic  Development 

Some  costs  of  doing  business  (and  of  running  a  household^)  are  clearly 
high  in  Massachusetts,  and  growing.  And  there  are  clearly  too  many  people  out 
of  work.   These  problems  are  shared  in  part  by  every  other  state;  the  entire 
country  is,  after  all,  undergoing  a  period  of  sustained  "stagflation",  suf- 
fering both  inflation  and  unemployment  simultaneously. 

But  even  if  the  United  States  were  experiencing  the  kind  of  modest  price 
increases  and  nearly  full  (under  47.)  employment  enjoyed  during  the  last  years 
of  the  Johnson  Administration,  Massachusetts  would  be  experiencing  serious 
economic  problems,  cutting  to  the  most  basic  structure  of  the  region  within 
which  we  are  located.   These  problems  are  much  more  fundamental  than  the 
"attitudes  of  the  Governor  toward  business",  or  the  relative  attractiveness 
of  the  state  as  a  site  for  location  by  outside  firms.   High  unemployment 
compensation  and  welfare  costs  are  a  consequence  of  these  basic  problems, 
not  a  cause. 

In  a  nutshell,  Massachusetts  has  too  many  low-wage,  unstable, 
low-productivity  jobs,  and  a  serious  and  systematic  shortage  of  capital 
with  which  to  equip  indigenous  businessmen  and  other  new  enterprise  devel- 
opers.  Formally,  in  the  jargon  of  economics,  we  are  suffering  serious  "labor 
market  and  capital  market  failure".  Along  with  our  need  for  power,  trans- 
portation and  other  economic  infrastructure,  it  is  here  that  the  state  must 
address  its  future  policy  attention. 

"Subemployment"  and  the  "Dual  Labor  Market" 

Our  analysis  of  the  interviews,  and  the  economic  research  conducted  for 
this  project,  strongly  indicate  that  Massachusetts  has  what  was  referred  to 
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earlier  as  a  "dual  labor  market,,"   As  a  working  hypothesis,  this  helps  to 
explain  many  otherwise  puzzling  aspects  of  the  state's  economic  problems. 

One  segment  of  the  Massachusetts  labor  market  consists  of  jobs  paying 
non-poverty  level  wages  and  benefits,  requiring  (or  imparting)  work  skills, 
organized  into  internal  promotion  ladders  that  offer  the  worker  a  chance  for 
upward  mobility.   These  jobs  tend  to  be  unionized.  Workers  holding  such 
jobs  are  able  to  support  their  families  through  their  earnings,  and  g«  i  erally 
pay  more  to  the  state  in  taxes  than  they  consume  in  social  services  and 
transfer  payments.  The  size  and  rules  of  entry  into  this  "primary  labor 
market"  are  largely  controlled  by  employers.   Those  who  make  good  profits  and 
have  a  measure  of  economic  and  political  power  are  able  to  pay  the  high 
wages,  and  to  invest  in  the  "human  capital"  of  their  employees.   They  often 
experience  real  labor  shortages,  especially  for  their  most  highly  skilled 
positions. 

The  other  segment,  the  so-called  "secondary  labor  market,"  provides 
jobs  that  pay  low-often  poverty  level — wages  and  fewer  fringe  benefits, 
and  require  few  work  skills  for  successful  performance  of  the  job.  Workers 
are  seldom  unionized,  and  production  processes  tend  to  involve  simple,  re- 
petitive tasks  which  any  member  of  the  virtually  infinite  supply  of  untrained 
people  in  the  economy  could  learn  quickly  and  easily.  Workers  holding  such 
jobs  are  often  unable  to  support  their  families  out  of  their  meagre  earnings, 
and  so  turn  to  supplemental  forms  of  income,  thereby  contributing  to  the  neces- 
sity for  high  taxation  in  the  state.  Anyone  may  enter  this  segment  of  the 
economy,  and  young  workers  typically  begin  their  work  careers  here.   The 
problem  is  that  many  adults  are  unable  to  escape  from  it,  and  spend  much  or 


See  the  references  cited  in  footnote  22,  Part  II,  section  4  above.   The  his- 
torical development  of  segmented  labor  markets  in  the  U.S.  is  analyzed  in 
Michael  Reich,  David  M.  Gordon,  and  Richard  Edwards  eds.,  Labor  Market  Seg- 
mentation (Lexington,  Mass.:  Heath-Lexington,  1974).  The  "dual  labor  market" 
phenomenon  is  by  no  means  unique  to  Massachusetts--as  the  cited  literature 
shows. 
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all  of  their  lives  there.   Employers  with  large  numbers  of  "secondary"-type 
jobs  tend  to  earn  low  profits  themselves,  and  to  lack  significant  economic 
or  political  "clouto"  Thus,  they  cannot  afford  to  pay  high  wages  or  to  invest 
in  the  "human  capital"  of  their  employees,  as  a  result  of  which  they  exper- 
ience high  turnover.   This  is  not  so  costly  to  them  as  it  would  be  to  "primary"- 
type  employers,  because  of  the  ready  availability  of  substitute  labor  out  "on 
the  street"  or  through  the  free  placement  services  of  the  State  Divisit   of 
Employment  Security,  which  has  (albeit  inadvertantly)  become  something  of  a 
specialist  in  recruiting  secondary  labor. 

When  the  economy  is  stimulated  by  increased  consumer  demand  for  (say) 
durable  goods  or  by  federal  contracts  for  transportation  or  military  equipment, 
it  is  the  primary  labor  market  which  benefits  directly.   But  because  this 
sector  tends  to  be  relatively  more  capital-intensive,  and  precisely  because 
wages  are  high,  the  number  of  jobs  created  by  any  given  stimulus  is  usually 
fairly  small.   The  secondary  labor  market  may  pick  up  some  small  subcontracts 
as  a  result  of  this  stimulus,  but  these  seldom  amount  to  much  (especially  in 
relation  to  the  large  number  of  workers  in  this  part  of  the  economy).  More- 
over, these  subcontracts  are  always  the  first  thing  to  be  shut  down  in  a 
recession.   The  increased  incomes  and  consumer  spending  of  primary  workers  do 
create  jobs  for  secondary  workers.   But  again,  the  very  large  number  (some 
would  say  the  "infinite  supply")  of  the  latter  holds  wages  down,  and  this  in 
turn--combined  with  the  high  degree  of  competition  among  firms  in  this  sec- 
tor-diffuses any  pressure  on  employers  to  upgrade  their  personnel  practices 
and  production  organization.   The  relatively  poorer  access  of  secondary- 
type  employers  to  sources  of  capital  and  technical  assistance  reinforces 
their  inability  to  acquire  the  scale  and  power  that  would  enable  them  to  pay 
higher  wages.  And  of  course,  without  such  power,  they  are  in  a  poor  position 
to  deal  with  the  banks  and  venture  capitalists. 


Sometimes,  primary  labor  market  employers  experience  selective  manpower 
shortages.   Because  of  "technical"  (specific  skill),  "paper"  (e.g.  school 
credential),  or  "ascriptive"  (e.g.  race,  sex,  class)  requirements  for 
admission  to  the  primary  labor  market,  these  shortages  are  only  partly 
relieved  by  the  mobility  of  secondary  workers  into  the  primary  sector.   In- 
stead of  using  their  political  influence  (not  to  mention  their  complete  con- 
trol over  their  own  personnel  practices)  to  reduce  these  institutional  carriers 
to  worker  mobility,  primary  firms  often  respond  to  such  shortages  by  import- 
ing skilled  workers  from  outside  the  local  economy.  One  large  Massachusetts 
primary  firm  reported  to  us  that  they  recruit  from  as  far  away  as  Great 
Britain,  rather  than  have  to  accept  "undesirable"  or  "incompetent"  workers 
offered  to  them  by  the  State  Division  of  Employment  Security.  These  in- 
stitutional obstacles  to  the  free  movement  of  workers  from  the  secondary  to 
the  primary  labor  market  seem  to  be  deeply  ingrained  into  American  economic 
life.  A  truly  prodigious  number  of  studies  have  shown  that  neither  education, 
training,  nor  geographic  relocation  are  in  themselves  sufficient  to  enable 
workers  to  make  the  transition. 

If  we  are  correct  in  our  analysis,  then  Massachusetts  suffers  from 
inadequate  growth  of  its  primary  labor  market,  and  the  continued  existence 
(and  even  possible  increase  in  size)  of  what  we  are  calling  its  secondary 
labor  market.   In  addition,  workers  find  it  very  difficult  to  move  from  a 
secondary  job  to  one  with  primary  qualities.   Public  policies  tend  to 
reinforce  (or  at  least  do  nothing  to  "heal")  this  "split"  in  the  structure 
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2 
of  the  economy.   The  system  provides  ahort-term  benefits  to  primary  sector 

workers  (mainly  white  adult  males)  by  artificially  restricting  competition 

for  their  jobs  (in  the  long-run,  this  may  backfire  by  dividing  the  labor 

force  and  therefore  weakening  it  in  its  continuing  struggle  for  a  larger 

share  of  the  national  income).   By  continually  reproducing  surplus  labor 

conditions  in  the  secondary  labor  market,  this  system  depresses  all  wages 

and  subsidizes  the  operation  of  secondary  firms.   Primary  firms  can 

contract  out  the  business  cycle,"  stabilizing  their  own  internal  management 

relations  by  "turning  on"  and  "cutting  off"  subcontracts  as  their  own 

demand  conditions  vary,  rather  than  having  constantly  to  hire  and  then  lay  off 

their  own  workers.  Labor  market  segmentation  also  pits  lower-class  whites 

against  lower-and  working-class  blacks  in  a  struggle  for  the  secondary  jobs 


Studies  of  the  Manpower  Development  and  Training  Act  and  antipoverty 
programs  such  as  Boston's  ABCD  program  concluded  that  the  placement  func- 
tion succeeded  in  helping  the  disadvantaged  to  find  new  jobs,  but  not 
in  increasing  their  wage  rates,  which  tend  to  remain  below  $2  to  $2.25  an 
hour.   Olympus  Research  Corporation,  The  Total  Impact  of  Manpower  Programs: 
A  4-City  Case  Study  (Washington,  U.S.  Department  of  Labor,  Manpower 
Administration,  1971) ;  Earl  Main,  "A  Nationwide  Evaluation  of  MDTA  In- 
stitutional Job  Training,"  Journal  of  Human  Resources,  Spring  1968,  pp.  159-170; 
Peter  B.  Doeringer,  Manpower  Programs  for  Ghetto  Labor  Markets,"  Proceedings 
of  the  Industrial  Relations  Research  Association,  December  1968,  May,  1969, 
pp.  9,  17. 

Other  researchers  report  that  over  60  percent  of  1969  nonagricultural  place- 
ments made  by  the  U.S.  Employment  Service  were  in  positions  paying  less  than 
$1.60  per  hour.  Lawyers'  Committee  for  Civil  Rights  Under  Law  and  the  National 
Urban  Coalition,  Falling  Down  on  the  Job:  The  United  States  Employment  Service 
and  the  Disadvantaged  (Washington,  National  Urban  Coalition  1971)  p.  45. 
In  1966,  in  the  ghetto  areas  of  the  Nation's  12  largest  metropolitan  areas, 
the  expected  difference  between  the  weekly  wages  of  black  high  school  graduates 
and  black  tenth  grade  dropouts,  after  controlling  for  age,  sex,  training  exper- 
ience, city  of  residence,  and  industry  of  employment,  was  less  than  $8.   Be- 
tween high  school  graduates  and  high  school  dropouts--again  black  and  residing 
in  the  ghetto--the  average  difference  in  annual  unemployment  rates  was  only  .7 
percent.  Harrison,  Education,  Training,  and  the  Urban  Ghetto,  op.cit.  All  these 
findings  suggest  that  public  institutions  tend  to  recirculate  the  working  poor 
among  the  very  secondary  jobs  which  are  responsible  for  their  poverty. 
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to  which  both  groups  tend  to  be  confined,  thereby  weakening  tendencies  toward 
interracial  union  and  political  organization,  preserving  the  balance  of  power 
between  capitalists  and  workers. 

The  argument  that  the  major  barrier  excluding  the  poor  from  primary  em- 
ployment is  their  own  lack  of  motivation  to  work  ignores  what  is  surely  the 
centerpiece  of  the  dual  labor  market  theory:  that  motivation  in  particular 
and  worker  behavior  in  general  are  formed  in  response  to  confinement,   By 
acclimating  themselves  to  "local"  work  arrangements,  workers  find  it  psycho- 
logically as  well  as  technically  difficult  to  move  from  one  stratum  of  the 
economy  to  another.   Embedded  in  the  dual  labor  market  theory  is  the  hypothe- 
sis that  productivity  and  stability  increase  as  wages  increase.   Thus,  at  the 
low  wages  prevalent  in  the  secondary  labor  market,  poor  productivity  and  lack 
of  motivation  are  to  be  expected. 

It  is  true  that  continued  stimulation  of  (i.e.  greatly  increased  demand 
for  the  products  produced  in)  the  primary  labor  market  will  eventually  generate 
some  "upward"  (intersectoral)  mobility  for  secondary  workers  through  the 
"trickle  down"  effect.   Certainly  the  unemployment  rates  of  unskilled,  female, 
and  nonwhite  workers  declined  significantly  during  the  war-induced  "boom" 
of  the  Johnson  era.   But  declining  unemployment  rates  do  not  necessarily  in- 
dicate mobility  from  the  secondary  to  the  primary  labor  market.   An  expansion 
of  the  demand  for  labor  within  the  secondary  labor  market  could  also  show  up 
as  a  reduction  in  measured  unemployment.   This  ambiguity  of  the  conventional 
unemployment  rate  is  precisely  why  many  policymakers  are  calling  for  the 
development  of  new  measures  of  labor  force  activity,  such  as  "subemployment. " 

The  "subemployment"  index  measures  the  incidence  of  low-wage  and  involuntary 
part-time  work,  as  well  as  actual  unemployment,  and  the  phenomenon  of  "dis- 
couragement," where  people  give  up  looking  for  a  job  altogether  because  of 
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their  previous  inability  to  find  one.  Various  estimates  of  subemployment  in 
the  inner  city  areas  of  the  Nation's  largest  cities  in  1970  indicate  that 

subemployment  was  from  two  and  a  half  to  six  times  as  great  as  simple  unem- 

3 
ploymentJ   A  related  measure  was  taken  for  the  U.S.  as  a  whole  in  March,  1972 „ 

11. 57-  of  the  national  labor  force  was  found  to  have  "inadequate  employment 

and  earnings";  fewer  than  307<>  of  the  workers  counted  in  this  measure  were 

4 
actually  unemployed. 

How  many  jobs  are  "primary"  and  how  many  are  "secondary"?   It  is  hard  to  say, 
since  the  very  concept  is  so  new,  and  quantitative  measurement  has  only  just 
begun.   One  study  of  Detroit  and  New  York  estimated  about  a  fifty-fifty 
split.   No  estimates  are  available  for  Massachusetts  at  all.  But  we  can 
identify  some  of  the  representative  primary  and  secondary  type  industries  in 
the  Commonwealth,  categorized  in  terms  of  their  wages,  concentration  (as  a 
measure  of  power),  tendency  to  be  unionized,  etc.   Metalworking,  electrical 
machinery  and  products,  transportation  equipment,  chemicals,  and  education 
services  tend  to  cluster  in  what  we've  termed  the  primary  labor  market.  Most 
permanent  (civil  service)  public  service  jobs  now  fall  into  this  category, 
'too.  Apparel,  textiles,  leather  goods,  furniture,  restaurants,  hotels, 
laundries,  and  general  retail  stores  tend  to  have  large  secondary  labor  mar- 
kets.  Some  industries  like  printing  and  publishing  and  health  services  have 
a  markedly  dualistic  structure  of  their  own,  with  a  high-wage  high-capital 
leading  edge  and  a  trailing  edge  consisting  of  many  small,  independent,  low- 
paying  firms,  many  of  them  subsisting  on  subcontracts  from  the  larger  companies. 


3  Cf.  Herman  Miller,  "Measuring  Subemployment  in  Poverty  Areas  of  Large  Cities," 
Monthly  Labor  Review,  October  1973;  William  Spring,  et.  al.,  "The  Crisis  of 

the  Underemployed,"  New  York  Times  Magazine,  November  5,  1972;  and  Thomas  Vietorisz, 
et.al.,  "Some  Indicators  of  Subemployment", Research  Center  for  Economic  Planning, 
N.Y.,  1974,  mimeo. 

4  Sar  Levi tan  and  Robert  A.  Taggart  III,  "Employment  and  Earnings  Inadequacy:  A 
Measure  of  Worker  Welfare,"  Monthly  Labor  Review,  Oct.  1973. 

5  David  M.  Gordon,  "Class,  Productivity,  and  the  Ghetto,"  unpublished  Ph.D.  dis- 
sertation, Harvard  University,  Department  of  Economics,  1971,  ch.  4. 
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Unfortunately,  official  published  government  documents  do  not  permit  the 
very  detailed  breakdown  of  data  into  highly  specific  industries  that  we  should 
prefer  to  have  for  this  analysis.  At  the  level  of  detail  which  i_s  available, 
we  can  identify  those  industries  which  paid  the  lowest  average  wages  and/or 
which  provided  the  fewest  full-time,  year-round  jobs  in  Massachusetts.   In 
both  1960  and  1970,  these  were:  lumber  and  wood  products,  furniture  and  fix- 
tures, food  (e.g.  packing  and  canning),  textile  mill  products,  apparel ,  paper 
products,  rubber  and  plastics  products,  leather  goods,  retail  trade,  personal 
services  (e.g.  laundries,  hotels),  and  entertainment/recreation  services.   In 
1960,  these  predominantly  "secondary  labor  market"  industries  employed  707,621 
of  the  2,084,966  non-agricultural  workers  in  Massachusetts,  or  about  347<>.   By 
1970,  the  proportion  had  fallen  slightly  to  about  30%  (689,700  out  of 
2,280,900  non-agricultural  workers).   My  groupings  are  admittedly  very  crude. 
Moreover,  these  estimates  come  from  samples.   Taking  sampling  error  into  account, 

it  would  seem  that  ten  years  of  economic  growth  have  not  significantly  reduced 

8 
the  relative  size  of  the  secondary  labor  market  in  Massachusetts. 

Dual  labor  market  theory  urges  us  to  be  cautious  in  trying  to  draw  any 

hard  and  fast  distinctions  between  employer-"caused"  and  employee-"caused" 

actions,  in  an  environment  of  low  wages.   For  example,  when  wages  are  low, 

it  is  hard  to  distinguish  between  a  "quit"  and  a  "layoff"  when  a  worker  leaves 


1960  service  employment  data  come  from  U.S.  Bureau  of  the  Census,  Census 
of  Population,  1960  Detailed  Characteristics  -  Mass.,  Final  Report  PC  (1)- 
23D,  U.S.  G.P.O.,  1962,  Table  127.   1960  manufacturing  employment  data 
come  from  U.S.  Dept.  of  Labor,  Bureau  of  Labor  Statistics,  Employment  and 
Earnings  in  States  and  Areas,  1939-71,  Bulletin  1370-9,  1972,  Massachusetts 
section. 

1970  service  employment  data  come  from  U.S.  Bureau  of  the  Census,  Census  of 
Population,  1970  Detailed  Characteristics-Mass.,  Final  Report  PC(1)-D23, 
U.S.  G.P.O.,  1970,  Table  177. 

1970  manufacturing  employment  data  come  from  Employment  &  Earnings,  op.cit. 
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q 
a  firm-  We  know  that  low  wages  are  generally  associated  with  high  quit  rates. 

Low  wages  may  sometimes  be  associated  with  firm  characteristics  that  together 

make  the  job  so  intolerable  or  boring  that  a  worker  is  effectively  forced  to  get 

out,  to  protect  his  or  her  emotional  integrity.   In  such  an  instance,  what 

appears  as  an  employee-initiated  quit  is  in  fact  at  least  as  much  attributable 

to  the  employer-designed  work  environment. 

This  issue  is  hardly  academic.   In  the  last  session  of  the  Massachusetts 
Legislature,  a  law  was  passed  which  effectively  increases  earlier  penalties  on 
workers  who  quit  (and  subsidizes  their  employers),  by  reducing  unemployment 
insurance  benefits  for  such  workers,  through  1007.  "taxation"  of  their  benefits 
for  the  first  4  to  8  weeks  after  separation.   In  terms  of  dual  labor  market  the- 
ory, this  is  very  dangerous,  for  two  reasons:  (1)  companies  can  make  working 
conditions  so  intolerable  that  workers  are  effectively  forced  to  quit  (certain- 
ly the  law  encourages  companies  to  transform  layoffs  into  quits  by  "encour- 
aging" undesirable  workers  to  quit);  and  (2)  the  practical  effect  of  the  law 
is  to  redistribute  income  from  workers  to  companies.   The  latter  are  the 
chief  beneficiaries;  the  Globe  reports  one  estimate  of  annual  expected  employ- 
er savings  of  $17  million. 

Readers  interested  in  studying  the  detailed  national  evidence  supporting 
the  dual  labor  market  theory  have  a  large  and  growing  literature  at  their 
disposal.    The  present  discussion  will  concentrate  on  the  evidence  for 
Massachusetts.  We  have  already  had  occasion  to  cite  a  number  of  studies  of 
local  manpower  training  and  job  placement  programs  which  indicate  that  these 


Q 

Cf.  V.  Stoikov  and  R.  Raimon,  "Differences  in  the  Quit  Rate  Among  Industries," 
American  Economic  Review,  Dec.  1968,  and  the  aforementioned  study  of 
Massachusetts  by  Andy  Sum. 

Boston  Globe,  January  6,  1974,  p.  A-l. 

Cf.  Harrison,  Education,  Training,  and  the  Urban  Ghetto,  op.  cit.,  chapter  5; 
and  Barry  Bluestone,  "Low  Wages  and  the  Working  Poor,"  unpublished  Ph.D. 
dissertation,  University  of  Michigan,  Dept.  of  Economics,  1974. 
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programs  tend  to  recycle  their  graduates  through  the  same  low-wage,  low-skilled, 
unstable  jobs. 

We  have  also  analyzed  the  Massachusetts  wage  structure,  and  identified  a 
number  of  industries  which  pay  wages  below  the  national  average  and  well  below 
the  $3.50  -  $3.80  hourly  equivalent  of  the  Bureau  of  Labor  Statistics'  1970 
benchmark  lower  level  annual  budget  for  an  urban  family  of  four  persons  with 
about  one  full-time-equivalent  worker  per  family. 

Table  1.1  showed  the  results  of  a  study  by  the  First  National  Bank  of 
Boston,  indicating  that  the  Massachusetts  economy  is  indeed  segmented  into  a 
set  of  declining  labor-intensive  industries  (more  labor-intensive  than  the 
national  average  for  those  same  industries)  and  a  set  of  growing  capital- 
intensive  industries  (more  capital-intensive  than  the  national  average  for 
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those  same  industries). 

Dual  labor  market  theory  predicts  unstable  rather  than  hard-core  un- 
employment, and  therefore  would  lead  us  to  expect  a  high  incidence  of  multi- 
ple spells  of  unemployment  of  short  duration,  rather  than  fewer  spells  lasting 
long  periods  of  time.   The  only  available  data  on  local  duration  of  unemploy- 
ment come  from  the  insured  employment  statistics  compiled  by  the  State  Divi- 
sion of  Employment  Security.   These  are  biased  against  the  hypothesis,  because 
they  leave  out  the  many  small  firms  which  are  exempt  from  coverage  or  which  illegally 
ignore  the  law.  Even  these  data  show  that,  in  1973,  the  monthly  average 
proportion  of  the  unemployed  whose  current  spell  had  lasted  for  more  than  14 
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It  would  be  nice  to  have  data  on  the  proportion  of  workers  employed  in 

Massachusetts'  growing  industries  who  moved  there  from  jobs  in  the  declin- 
ing industries.   Dual  labor  market  theory  would  predict  that  this  propor- 
tion would  be  significantly  less  than  the  proportion  of  workers  who  had  been 
recruited  directly  from  the  schools,  or  imported  from  primary  labor  markets 
outside  the  Commonwealth.   The  majority  of  those  who  did  come  from  the  local 
declining  industries  would  be  expected  to  be  white  adult  males.   Needless  to 
say,  no  such  data  exist.   This  would  be  a  most  valuable  study  for  some 
enterprising  researcher. 
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13 
weeks  was  only  307o. 

Assuming  the  theory  to  be  a  correct  description  of  the  Massachusetts 
economy,  what  consequences  should  we  expect  to  follow  from  it?  There  is 
every  reason  to  expect  that  low-wage  unstable  jobs  are  a  major  contributor 
to  poverty-related  dependency  in  the  state:  welfare,  poverty  crime,  drug 
sales,  perhaps  even  prostitution.    While  the  low  wages  in  and  of  themselves 
may  be  attractive  to  firms  seeking  cheap  labor,  the  costs  of  the  social 
programs  (including  police  "services")  needed  to  deal  with  these  poverty- 
related  problems  operate  in  the  other  direction,  to  discourage  firms  from 
locating  here,  and  to  impose  even  higher  tax  costs  on  firms  already  located 
here.   Professor  Barkin  speculates  (we  really  don't  have  hard  evidence  yet) 
that  the  large  number  of  low-wage,  low-skilled  jobs  in  the  state  has  helped 
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DES,  Annual  Summary,  Characteristics  of  the  Insured  Unemployed,  Massachusetts 
1973,  Boston,  April  1974,  p.  27.   Peter  Doeringer  has  measured  the  duration 
of  the  longest  spell  of  unemployment  for  all  U.S.  workers  in  1969,  based 
upon  the  much  more  complete  (and  reliable)  data  of  the  Current  Population 
Survey  produced  by  the  Bureau  of  the  Census.  His  findings: 


Cumulative  Duration  of  Unemployment 


Entire  labor  force 

Teenagers 

Women 


Fewer  than 
5  weeks 
57.5% 
50.1 
55.1 


Fewer  than 
15  weeks 
86 . 8% 
85.7 
80.7 


26  weeks 
or  more 
A.397o 
7.00 
4.90 
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In  short,  the  typical  behavior  is  instability,  rather  than  chronic  long- 
term  ("hard-core")  unemployment,  even  among  the  most  unemployment -prone 
workers  (teens  and  women).   Doeringer  also  found  that  about  3/4  ths  of  those 
not  in  the  labor  force  (not  looking  for  a  job)  in  any  given  week  in  1969  were 
back  in  (or  had  newly  entered)  the  labor  force  within  a  month!   Part  of  this 
extraordinarily  high  turnover  was  related  to  the  very  low  rate  of  national 
unemployment  at  the  time--3.47o  in  1969. 

This  hypothesis  is  currently  under  study  at  MIT  and  the  New  School  for 
Social  Research  in  New  York  City.  At  the  New  School's  Research  Center  for 
Economic  Planning,  Robert  Mier,  Jean-Ellen  Giblin,  and  Thomas  Vietorisz 
have  found  that  inter-city  variation  in  subemployment--used  as  an  indicator 
of  the  degree  of  labor  market  segmentation- -is  a  far  better  predicfior  of 
inter-city  variations  in  crime  rates,  family  disorganization,  and  housing 
deterioration  than  the  conventional  unemployment  rate. 
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to  attract  to  the  Commonwealth  a  growing  number  of  low-skilled  Puerto  Rican, 
Portuguese,  and  black  immigrants ,  and  that  the  further  expansion  of  this  sector 
of  the  economy  will  stimulate  even  further  immigration,  again  costing  the 
taxpayers  for  the  provision  of  additional  social  services. 

A  major  quantitative  analysis  of  the  determinants  of  the  1959-72  month- 
to-month  variations  in  the  Massachusetts  General  Relief  (welfare)  caseload  is 
underway  at  Boston  College,  under  the  direction  of  Professor  Barry  Bli  estone. 
He  has  found  that  four  kinds  of  variables--the  potential  demand  for  welfare 
(measured  by  the  size  of  the  labor  force),  the  business  cycle  (measured  by  the 
monthly  unemployment  rate),  legal/administrative  changes  in  the  welfare 
system  (measured  by  key  dates  such  as  the  October,  1971,  introduction 
of  a  work  registration  requirement)  and  industrial  structure  or  "dual  labor 
market"  factors—explain  virtually  1007o  of  the  monthly  variation  in  cases. 
It  is  the  structural  variables  which  are  of  greatest  interest.   Bluestone 
identifies  two  kinds  of  industry  groups,  both  of  which  tend  to  employ  non- 
skilled  workers:  26  low-turnover,  mainly  manufacturing  industries  (Group  One) 
and  4  high-turnover  service/trade  industries  (Group  Two). 
Holding  the  size  of  the  labor  force  constant,  Bluestone  "simulates"  a 


This  may  be  correct,  although  even  if  it  is  it  could  be  argued  that  the 
state  has  a  responsibility  to  deal  with  the  economic  problems  of  all  its 
citizens,  regardless  of  how  (or  why)  they  choose  to  become  citizens.   But 
the  hypothesis  may  also  be  incorrect — just  as  the  famous  Jay  Forrester-John 
Collins  notion  that  low  income  housing  construction  attracts  more  low-income 
immigrants  to  a  city  than  it  can  handle  has  been  found  to  have  no  empirical 
support.   See  Janet  R.  Pack,  "Determinants  of  Migration  to  Central  Cities," 
Journal  of  Regional  Science,  June  1973.   Prof.  Michael  Piore  of  MIT,  who  has 
extensively  studied  Puerto  Rican  migration  to  Massachusetts,  points  out  to 
us  that  unemployment  rates  are  lower  in  Puerto  Rico,  and  housing  is  cheaper, 
than  in  Massachusetts.   He  does  not  think  that  relative  wage  rates  matter 
much,  either.  A  review  of  the  literature  on  domestic  interstate  migration  of 
blacks  also  revealed  ambiguities,  with  blacks  tending  to  gravitate  toward 
high-unemployment  destinations!   See  Harrison,  Urban  Economic  Development, 
op.cit.,  pp.  65-74.   The  best  answer  about  the  causes  of  migration  is  that 
we  just  don't  know. 
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structural  shift  in  which  1,000  Group  One  jobs  are  removed  from  the  economy, 
and  replaced  by  1,000  Group  Two  jobs.  Under  these  "simulated"  conditions, 
there  is  no  change  in  the  state  unemployment  rate.   But  the  forecasted  number 
of  General  Relief  cases  rises  by  about  338  in  the  first  month  (December  1973)1 

These  early  results  are  explicitly  tentative;  still,  they  show  pretty  convincing- 
ly that  many  workers  are  simply  unable  to  support  their  families—or  even  to 
hold  their  families  together--if  they  are  forced  to  depend  for  their  liveli- 
hood on  wages  earned  in  Group  Two-type  industries  (which  include  eating  places, 
hotels,  laundries,  and  general  retail). 

This  analysis  recalls  our  earlier  discussion  of  the  charge  that  full 
employment  becomes  more  difficult  to  achieve  as  the  economy  undergoes  struc- 
tural change  from  a  predominantly  goods-producing  to  a  predominantly 
servicing-producing  orientation  (Part  II,  section  3  above).   Bluestone's 
simulation  shows  that,  as  they  are  presently  organized,  some  service-type 
jobs  are  more  likely  to  fall  into  our  secondary  labor  market  than  are  goods- 
producing  jobs.   Given  the  existence  of  a  goods-to-services  structural  shift, 
the  absolute  (and  even  the  relative)  size  of  the  local  secondary  labor  market 
may  actually  be  growing. 

Thus,  Bluestone  has  discovered  that  the  structural  shift  in  the  Massachu- 
setts economy  away  from  well-paying  manufacturing  jobs  and  toward  lower-paying 
service  jobs  is  a  major  cause  of  our  burgeoning  welfare  rolls.   Recall  the 
aforementioned  study  of  quit  rates  by  Professor  Andrew  Sum,  from  which  we 
learned  that  the  steady  decline  in  the  ratio  of  manufacturing  to  total  employ- 
ment in  the  state  tends  to  induce  higher  quit  rates,  even  within  manufacturing. 


This  number  may  seem  implausibly  large.   But  it  is  precisely  in  the  short- 
run--just  after  the  disappearance  of  the  "good"  jobs  —  that  we  should  ex- 
pect the  demand  for  welfare  to  be  the  greatest.   Forecasts  for  later  peri- 
ods would  doubtless  show  a  lower  rate  of  increase. 


Clearly,  there  is  a  picture  emerging  here  which  is  of  vital  importance  to 
economic  policy.   Types  of  worker  behavior  which  are  often  popularly  treated 
as  indicative  of  "bad  work  habits"  or  a  "diminishing  work  ethic"  are  in  fact 
found  to  be  induced  (at  least  in  part)  by  the  changing  structure  of  the 
economy.   If  it  becomes  harder  to  make  a  living  from  the  "new"  jobs  in 
Massachusetts,  then  at  least  some  Massachusetts  workers  will  quit  those 
jobs  (for  whatever  reasons),  and  some  will  go  on  welfare. 

This  is,  however,  a  condition  which  economic  policy  may  be  able  to 
rectify o   These  "Group  Two"  service  jobs  needn't  remain  so  highly  dis- 
organized, paying  such  low  wages  and  providing  unsatisfactory  working 
conditions.  We  will  return  to  the  subject  of  economic  policy  for  restruc- 
turing the  secondary  labor  market  in  Part  V  of  this  Report, 

In  sum,  if  the  foregoing  analysis  is  correct,  then  Massachusetts  needs 
more  primary  labor  market  jobs,  upgrading  or  phased  elimination  of  at  least 
some  of  its  secondary  jobs,  and  the  promotion  of  "upward"--or,  in  our  terms, 
"intersectoral"--mobility  of  the  "working  poor"  from  the  secondary  to  the 
primary  labor  market.  And  the  criterion  for  measuring  the  success  of 
economic  development  legislation  in  meeting  these  objectives  should  be  a 
reduction  in  "subemployment"  in  the  Commonwealth. 

As  we  shall  see  in  the  next  chapter  of  this  Report,  the  Commonwealth 
has  made  industrial  recruiting  (the  search  for  outside  companies  to  build 
plants  in  Massachusetts)  the  centerpiece  of  its  economic  development  efforts, 
Yet  the  great  majority  of  new  jobs  that  "appear"  in  the  state  represent 
expansions  of  firms  already  here. 

Assistant  Manpower  Secretary  James  Kane  estimates  that,  between  July 
and  October  of  1973,  insured  employment  (i.e.  in  firms  with  10  or  more  em- 
ployees) rose  in  Massachusetts  by  about  43,900.   Table  III.l  shows  how  he 
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arrived  at  the  estimate  that  the  209  "newly  declared"  firms  "subject  to  coverage" 
were  responsible  for  about  5,420  of  those  new  jobs,  or  12.37..   Under  the  assump- 
tion that  the  new  uncovered  jobs  (firms  with  fewer  than  10  employees)  were  almost 
entirely  indigenous,  10-127o  is  a  reasonable  estimate  for  the  proportion  of  new 
July-October  jobs  contributed  by  firms  moving  into  the  state  from  the  outside. 
Taking  into  account  the  variation  around  the  assumed  midpoint  in  Table  III.l, 
and  the  possibility  that  plant  relocation  activity  might  be  slowt         sum- 
mer than  at  other  times,  the  proportion  might  be  as  high  as  207..   In  short,  to 
quote  Kane,  "this  'back  of  the  envelope'  calculation  appears  to  be  consistent 
with  the  popularly  quoted  figure  that  80  to  85  percent  of  our  employment  gains 
are  attributable  to  the  expansion  of  existing  firms." 

The  conclusion  we  draw  from  all  of  this  is  that  the  existing  economic  base 
of  Massachusetts  should  be  the  main  object  of  attention  in  any  economic  devel- 
opment programs,  rather  than  the  potentially  available  "footloose"  plants  that 
might  be  attracted  into  the  state  from  outside.   The  greatest  payoff  in  terms 
of  new  jobs  lies  in  upgrading  and  expanding  existing  firms.  And  the  dual  labor 
market  analysis  shows  that  our  greatest  difficulties  can  be  traced  to  the 
poor  quality  of  many  of  our  existing  jobs.  Economic  development  must  begin 
at  home» 

TABLE  III.l 
Estimated  Employment  in  New  Firms  Covered  by  Unemployment 
Insurance  Regulations  in  Massachusetts,  July-October  1973 

Estimated 
"newly  de- 


Employment  size 

Class 

of  firm 

10 

-   19 

20 

-  49 

50 

-  99 

100 

-  249 

250 

-  499 

Actual  Num- 

clared sub- 

Assumed 

ber  of 

ject"  em- 

Midpoint 

Firms 

ployment 

15 

129 

1935 

35 

56 

1960 

75 

11 

835 

175 

2 

350 

350 

1 
209 

350 
5420 

SOURCE:  Executive  Office  of  Manpower  Affairs,  Assistant  Secretary  James 
Kane,  private  communication. 
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Constraints  on  the  availability  of  private  and  public  capital  for  economic 
development 

Whatever  the  "missing  ingredients"  in  an  economic  development  policy, 
many  observers  told  us  that  inadequate  investment  capital  was  not  one  of 
themc   Massachusetts  has  more  than  its  share  of  private  banks,  investment  and 
venture  capital  houses.  And,  since  1953,  the  government  has  supplemented 
these  by  passing  legislation  authorizing  the  creation  of  a  variety  of  public 
or  quasi-public  financing  institutions  which  ostensibly  provide  cupi •    fi  r 
risky  ventures  unable  to  procure  funds  through  conventional  private  channel s. 

The  more  we  examined  this  assumption  of  the  sufficiency  of  existing 
capital  sources,  the  more  problems  we  encountered.   Professor  Solomon  Barkin 
of  the  University  of  Massachusetts  -  Amherst,  is  not  alone  in  charging  that 
the  private  banks  have  done  a  poor  job  of  investing  in  Massachusetts;  accord- 
ing to  Barkin,  the  big  banks  are  "leaking"  most  of  their  resources  out  of  the 
state  by  investing  in  other  parts  of  the  country--and  of  the  world,, 

It  was  simply  not  possible  for  us  to  collect  data  pertinent  to  this 
issue.   But  we  can  observe  that  many  banks  are  organized  to  meet  regional, 
national,  or  even  international  demands  for  capital  and  accept  substantial 
deposits  from  "outsiderso"  The  State  Street  venture  capital  firms  in  Boston 
are  expected  to  participate  in  the  development  of  new  enterprises  all  over 
the  world.  No  matter  how  high  the  rates  of  return  to  investments  inside  the 
Commonwealth  were  to  rise,  the  state's  major  financial  institutions  would 
inevitably  allocate  substantial  resources  to  "outsiders." 

This  does  not  mean  that  the  state's  financial  institutions  are  fully 
meeting  the  Massachusetts  demand  for  capital.  While  it  would  be  unrealistic 
to  expect  state  banks  to  restrict  their  investments  to  state  borrowers,  it 
is  not  at  all  unrealistic  to  expect  them  to  meet  local  needs.   There  was 
widespread  feeling  among  those  whom  we  interviewed  that  the  local  banks  are 
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not  fully  meeting  these  needs.   James  Howell, who  is  himself  associated  with  a 
major  bank  (The  First  National),  agrees  that  the  banks  (including  his  own) 
are  "bearish"  on  Massachusetts,  and  he  offers  this  explanation: 

Commercial  bank  investment  is  a  function  of  the  expected  rate  of  return 
to  some  prospect  (relative  to  competing  alternatives).   The  best  indicator 
on  which  to  form  such  expectations  about  the  uncertain  future  is  the  actual 
historical  rate  of  return.   Over  the  past  twenty  years,  rates  of  retu  n  (es- 
pecially in  manufacturing)  have  generally  been  greater  outside  Massachusetts 
than  inside.  But  the  local  industrial  base  is  changing,  and  private  invest- 
ment opportunities  have  improved  substantially.  Yet  bankers,  who  are  creatures 
of  habit,  are  still  "reading"  the  historically  low  rates  of  return,  and  in- 
vesting elsewhere.   Howell  would  "revise  their  expectations"  by  creating  a 
temporary  public  capital  instrument  (e.g.  an  economic  development  bank)  to 
make  the  high-risk  loans.   If  and  as  these  public  investments  began  to  pay 
off,  private  bankers'  confidence  in  the  state  would  probably  increase,  there- 
by raising  the  expected  rate  of  return  to  investment  in  Massachusetts. 
Meanwhile,  commercial  banks  continue  to  "red  line"  declining  areas  of  the 
state  and  export  their  capital. 

Perhaps  the  most  serious  "failure"of  the  existing  private  capital  market 
of  Massachusetts  is  the  limited  vision  of  the  private  venture  capital  firms 
which  specialize  in  providing   "front-end"  capital  to  new,  high-risk  ventures, 
to  be  repaid  later  out  of  shares  in  the  venture,  should  it  be  successful.   These 
private  investors  are  primarily  interested  in  rapid  growth  (the  faster  a 
venture  grows,  the  sooner  will  its  shares  become  valuable).  A  common  rule- 
of- thumb  used  in  the  industry  is  that  a  venture  must  be  expected  to  grow  from 
four  to  ten  times  above  its  initial  net  worth  in  order  to  be  attractive.   Such 
a  policy  deliberately  locks  out  new  enterprises  that  are  not  interested  in 
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getting  larger  (or  are  not  engaged  in  the  production  of  some  high  growth-poten- 
tial item).   In  any  case,  there  is  an  element  of  self-fulfilling  prophecy  in 
this  strategy;  new  companies  that  do  acquire  adequate  front-end  capital 
(thereby  maintaining  manageable  debt-to-equity  ratios)  are  more  likely  to 
achieve  growth  than  companies  that  have  to  resort  to  high  debt  financing  from 
the  star to 

There  exist  a  number  of  public  and  quasi-public  institutions,  bot-v'  in 
Massachusetts  and  in  Washington,  whose  ostensible  function  is  to  supplement 
these  (almost  certainly  inadequate)  private  capital  flows  with  subsidized 
loans,  loan  guarantees,  and  (in  one  very  limited  case)  grants.   Have  these 
filled  the  gaps  left  by  the  private  sector? 

In  1953,  the  Commonwealth  created  the  Massachusetts  Business  Development 
Corporation;  it  is  a  privately  managed  but  publicly  chartered  entity  which  is 
supposed  to  supply  capital  to  firms  unable  to  obtain  conventional  funding . 
Private  banks  and  insurance  companies  purchase  MEDC's  stock,  and  lend  money 
to  the  Corporation,  which  in  turn  lends  it  out  to  its  own  clients .   The 
Corporation  borrows  at  an  interest  rate  which  is  about  l/27o  above  the  prime 
rate,  and  lends  at  a  rate  equal  to  about  1-1/4  times  the  prime  rate.   Its 
lending  policies  are  known  to  be  conservative,  despite  its  mandate  to  fund 
"unbankable"  projects.   A  high-risk  developmental-oriented  institution  should 
not  be  able  to  pay  dividends  to  its  stockholders;  MBDC  has  done  so,  consis- 
tently.  In  1973,  for  example,  MBDC's  retained  earnings  rose  by  657.,  to  almost 

18 
$350,000;  dividends  rose  in  value  by  947.,  to  $1.42  per  share. 


Two  excellent  analyses  of  these  institutions  by  several  present  and  former 
Harvard  graduate  students  provide  the  research  for  this  discussion.  Carol 
Robbins,  "State  Legislation  for  Economic  Development:  The  Effort  in  Massachu- 
setts," Harvard  University,  Department  of  City  and  Regional  Planning,  1973; 
Margi  Dewar  and  John  Wehner,  "Economic  Development  and  Industrial  Corporations: 
Reasons  for  Massachusetts'  Limited  Response,"  Harvard  University,  Department 
of  City  and  Regional  Planning,  1973. 

1  8 

Boston  Globe,  May  3,  1974,  p.  33.  Those  retained  earnings  represent  a  poten- 
tial reinvestible  surplus. 
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In  1967,  the  legislature  passed  a  law  enabling  cities  and  towns  to  create 
Industrial  Development  Finance  Authorities „   IDFA's  may  buy,  sell  and  manage 
property  on  behalf  of  any  manufacturing  or  R  &  D  enterprise,  and  they  may  build 
physical  facilities  for  the  same  purpose.   Their  activities  are  funded  by  the 
flotation  of  municipal  revenue  bonds,  income  from  which  is  tax  exempt.   The 
firms  receiving  loans  from  the  IDFA's  pay  the  same  interest  rate  that  the 
bonds  bear.   However,  in  the  six  years  of  the  existence  of  the  li  Jclation, 
only  68  of  the  Commonwealth's  351  cities  and  towns  have  formed  such  IDFA's, 
and  only  11  have  actually  issued  bonds  and  made  active  loans,  producing 
fewer  than  5,000  jobs — at  least  2,000  of  which  no  longer  exist.   There  have 
been  costly  bureaucratic  delays  in  project  implementation,  IDFA's  do  not  have 
strong  land  assembly  powers  (so  that  they  are  generally  of  little  use  to 
inner  cities),  and  they  are  subject  to  a  federal  law  limiting  the  issuance 
of  tax  exempt  municipal  bonds  to  a  maximum  of  $5  million  per  project.  More- 
over, because  the  bonds  must  be  sold  to  risk-averting  private  investors 
(including  the  very  commercial  banks  whose  conservatism  we  have  already 
examined),  IDFA's  are  most  reluctant  to  invest  in  enterprises  lacking  a 
proven  track  record.   But  this  means  that  it  is  the  established  firms  who 
tend  to  receive  these  publicly  underwritten  loans — precisely  those  companies 
generally  having  access  to  private  sources  of  capital  already!   (Indeed,  this 
is  why  Congress  and  the  Internal  Revenue  Service,  at  the  behest  of  (now) 
Harvard  lawyer  Stanley  Surrey,  imposed  the  $5  million  limit!). 

Municipalities  may  pledge  their  "full  faith  and  credit"  as  collateral 
for  these  bonds  (there  is  a  constitutional  prohibition  against  the  Common- 
wealth's doing  so,  however).   But  if  they  do,  the  consequences  of  project 
failure  are  even  greater,  since  the  jurisdiction's  commercial  bond  market 
rating  itself  may  be  endangered.   Such  backing,  designed  to  increase  the 
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confidence  of  private  investors  in  the  bonds,  therefore  paradoxically  increases 
the  risk-aversion  of  the  IDFAl   The  outcome--the  tendency  to  lend  to  firms 
that  could  have  financed  themselves--represents  an  important  regressive  re- 
distribution of  income  from  taxpayers  to  the  corporate  sector. 

In  1972,  largely  through  the  initiative  of  Community  Affairs  Secretary 
Thomas  Atkins,  the  General  Court  passed  legislation  permitting  localities  to 
create  Economic  Development  and  Industrial  Corporations,   The  EDiC  s  g< 
considerably  beyond  the  IDFA's  in  certain  respects:  they  have  the  power  of 
eminent  domain,  thus  facilitating  land  assembly,  they  may  undertake  research 
and  technical  assistance  tasks,  and  they  may  make  relocation  payments  to 
families  displaced  by  the  development  they  promote.  And  they  can  "build 
ahead  of  demand,"  preparing  facilities  before  recruiting  industrial  clients. 
Otherwise,  they  are  very  similar  to  IDFA's,  floating  $5  million  per  project 
revenue  bonds  to  generate  capital  which  can  be  backed  by  the  full  faith  and 
credit  of  the  issuing  municipality.   But  they  face  very  severe  limitations. 
First  of  all,  their  tax-exempt  capital-provision  capacity  is  applicable  only 
to  manufacturing  and  R&D  projects.   The  areas  they  develop  must  be  blighted 
and  zoned  for  industrial  use,  and  no  zoning  changes  are  permissible.   To 
minimize  household  dislocation,  no  EDIC  may  develop  a  parcel  on  which  are 
housed  more  than  45  dwelling  units.   The  legislation  requires  the  Secretary 
of  Communities  and  Development--Atkins--to  sign-off  on  any  proposed  EDIC, 
even  though  the  economic  development  agency  is  now  located  in  the  Office  of 
Manpower  Affairs,  under  Secretary  Mary  Newman.   That  agency,  the  Department 
of  Commerce  and  Development,  has  made  little  or  no  effort  to  educate  localities 
on  the  EDIC  institution  or  to  promote  the  creation  of  local  EDIC's.   Finally, 
according  to  Claude  Lancome  of  ABCD:  "For  the  bonds  to  sell,  you  need  a 
Triple-A-rated  client—and  that  sort  of  firm  can  get  as  good  or  better  interest 
rates  in  the  private  market,,   The  very  companies  that  need  help  to  stay  or  to 
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relocate  into  Massachusetts,  the  marginal  manufacturers,  can't  avail  themselves 
of  EDIC  help." 

Given  all  of  these  drawbacks,  it  is  perhaps  not  too  surprising  tnat  only 
one  jurisdiction  in  the  entire  state--the  city  of  Lawrence--had  availed  itself 
of  the  legislation  to  create  an  EDIC  as  of  May  1974  (Boston's  Economic 
Development  and  Industrial  Commission  existed  prior  to  the  advent  of  the 
legislation). 

As  Lancome  said,  because  they  are  backed  by  bonds,  which  must  pay  divi- 
dends to  their  holders  (thereby  minimizing  potential  losses  to  the  issuing 
developer's  or  municipality's  credit  rating),  EDIC's  (like  the  IDFA's)  tend 
to  pass  over  high-risk  projects.  Access  to  these  sources  of  capital  is  also 
to  some  extent  dependent  upon  local  political  "connections."  Are  there  any 
other  public  sector  capital  "windows"  for  risky  and/or  powerless  venture 
developers? 

The  federal  Small  Business  Administration  is  providing  loans  of  up  to 
$350,000  ($10.5  million  cumulative  since  1967)  to  Massachusetts  businessmen, 
both  individually  and  through  consortia  called  Local  Development  Corporations. 
An  analysis  of  the  size  and  location  of  the  recipients  over  the  period  1967  - 
73  indicates  they  tend  to  be  significantly  smaller  than  those  firms  utilizing 
IDFA  or  EDIC  financing,  and  much  more  spatially  dispersed  across  the  state 

(the  low-risk  IDFA  or  EDIC-supported  firms  tend  to  locate  close  to  the 

19 
Routes  128,  495,  95,  and  1  interstate  highway  system.) 

The  federal  Economic  Development  Administration  has  provided  about 
$4.8  million  in  low  interest  loans  to  Commonwealth  firms  since  1967,  con- 
centrated almost  entirely  in  the  Lowell  area. 

Many  of  the  businessmen  we  interviewed  complained  about  the  difficulty 
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of  negotiating  the  bureaucratic  process  by  which  these  federal  loans  are  ob- 
tained.  Others  simply  couldn't  get  SBA  or  EDA  loans  at  all.   Even  where  the 
federal  government  did  provide  loans,  some  small  companies  found  themselves 
saddled  with  high  debt-to-equity  ratios  that  precluded  the  generation  of 
reinvestible  surplus,  and  therefore  growth. 

Subject  to  certain  SBA  conditions,  public  (or  private)  entities  may 
set  up  Minority  Enterprise  Small  Business  Investment  Corporations „   Us   g 
the  cash  of  the  founding  entities  to  "leverage"  loans  from  SBA  which  are 
then  made  to  local  minority  entrepreneurs,  MESBICs  have  had  a  checkered 

career  since  being  introduced  early  in  the  Nixon  Administration's  first 

20 
term.    They  have  been  used  to  some  extent  in  Massachusetts,  e.g.  by  the 

Worcester  Cooperation  Council,  Inc.,  a  creation  of  the  Worcester  Model 
Cities  Program.   One  of  the  most  common  criticisms  of  the  MESBIC  program  is 
that  its  loans  are  largely  restricted  to  "mom-and-pop"- scale  operations. 
Moreover,  MESBICs  are  prohibited  by  law  from  lending  to  cooperatives. 

There  exist  whole  classes  of  producers  with  whom  the  existing  capital 
suppliers  will  simply  not  do  business  at  all.  An  example  of  such  organiza- 
tions are  the  several  local  Community  Development  Corporations  which  have 
been  established  in  the  state  to  provide  business  and  job  opportunities  for 
the  people  of  a  certain  area.   Profit  is  a  consideration  for  most  of  these 
organizations,  but  only  one  of  many  organizational  and  economic  objectives. 
Currently,  apart  from  the  private  philanthropic  foundations,  the  only  public 
agency  in  the  United  States  able  to  provide  equity  capital  to  such  developers 

is  the  U.S.  Office  of  Economic  Opportunity,  through  its  Special  Impact 

21 
Program.    But  these  activities  are  anything  but  philanthropic;  they  have  an 
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Special  Impact  may  be  transferred  to  the  Departn 
is  finally  shut  down  as  the  Nixon  Admin,  intended, 
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important  public  purpose,  in  trying  to  spread  the  benefits  of  economic  develop- 
ment throughout  their  neighborhoods,  and  in  attempting  the  exciting  experiment 

22 
of  participatory  economic  development.    There  should  be  a  mechanism  in  the 

state  to  assist  their  growth  and  maturation.  Were  such  a  mechanism  to  be 
created,  many  groups  of  working  class  citizens  would  undoubtedly  follow  the  lead 
of  such  early  innovators  as  Circle  Associates  (in  Roxbury)  and  East  Boston  CDC 
in  organizing  community-based  economic  development  efforts  of  their  own,   Muni- 
cipal governments  might  themselves  get  more  directly  involved  in  the  operation 

of  local  enterprises,  just  as  the  Commonwealth  is  now  getting  into  the  business 

23 
of  operating  its  own  gasoline  service  stations.    Limited  experiments  with 

public  enterprise  are  underway  in  a  few  other  jurisdictions,  e.g.  the  state 

of  Maine  (wood  products),  and  the  cities  of  Rockville,  Maryland  (public  indus- 

9/ 

trial  park)  and  Deming,  New  Mexico  (retail  stores).  Worker-owned  and  man- 
aged factories--producers '  cooperatives--have  become  important  components  of 
a  number  of  U.S.  industries,  One-eighth  of  the  entire  plywood  industry  con- 
sists of  worker-controlled  firms,  ranging  in  size  from  80  to  450  worker -owners, 

25 
grossing  between  $3  million  and  $15  million  in  sales  annually. 

Conclusion 

This  review  of  the  institutional  structure  of  the  Commonwealth's  capital 
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cf.  Bennett  Harrison,  "Ghetto  Economic  Development,"  The  Journal  of  Economic 

Literature,  March  1974. 
23  Boston  Globe,  March  17,  1974,  p.  33. 
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For  an  intriguing  financial  analysis  of  the  possibilities  for  public  develop- 
ment and  operation  of  a  New  Town,  written  by  former  associates  of  the  prominent 
Rouse  Corporation,  see  Edward  M.  Kirshner  and  James  Morey,  "Controlling  a 
City's  Wealth,"  Working  Papers  for  a  New  Society,  Spring,  1973.  Our  largest 
public  enterprise  (after  the  Post  Office)  is,  of  course,  the  Tennessee  Valley 
Authority. 
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Paul  Bernstein,  "Run  Your  Own  Business:  Worker-Owned  Plywood  Firms",  Working 

Papers  for  a  New  Society,  Summer  1974,  p.  24. 
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markets  strongly  indicates  that  they  are  not  adequate  to  the  task  of  promoting 
diversified,  locally-based  economic  development,,   The  venture  capitalists 
want  growth,  which  systematically  excludes  potentially  profitable  but  modest 
locally-oriented  activities.   The  commercial  bankers  tend  to  extrapolate  past 
trends,  "red-lining"  declining  areas  (thereby  ensuring  their  further  decline) 
and  exporting  their  capital  out  of  the  state.   State  development  corporations 
are  extremely  risk-averse,  and  therefore  tend  to  invest  in  (lend  to)  compan- 
ies which  can  often  acquire  capital  privately.   This  waste  of  taxpayers'  money 
is  caused  by  the  dependence  of  these  development  corporations  on  revenue  bonds, 
the  sale  of  which  requires  extreme  risk-aversion  in  project  selection  in  order 
to  satisfy  buyers  and  protect  the  credit  rating  of  the  developer  or  the 
municipality.  National  programs  such  as  those  of  tne  Small  Business  Adminis- 
tration do  provide  resources  to  smaller,  higher-risk  entrepreneurs,  but  at 
such  high  interest  rates  that  the  recipients  are  saddled  with  high  debt-to- 
equity  ratios  which  preclude  the  reinvestment  of  surplus  that  produces  expan- 
sion and  makes  it  possible  for  such  firms  to  pay  good  wages.   Only  the  mini- 
scule  Special  Impact  Program,  based  in  the  Office  of  Economic  Opportunity, 
provides  equity  ("front-end")  capital  to  new  enterprise  developers,  but  these 
funds  are  limited  to  low-income  neighborhoods,  and  are  absurdly  small  in  volume. 

The  creation  of  new  capital  institutions  in  the  Commonwealth,  designed 
to  finance  risky  ventures  in  order  to  expand  the  productive  capacity  of,  and, 
thereby,  the  demand  for  labor  in  the  state,  should  be  a  high  priority  item 
in  any  economic  development  program. 
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IV.  What  Has  the  Commonwealth  Been 

Doing  About  Economic  Development? 

Economic  development  has  been  described  as  the  main  objective  of  a  number 
of  ongoing  programs  and  agencies  in  Massachusetts.,   The  state  government  is 
directly  involved  in  industrial  promotion  (the  attraction  of  new  plants  and 
expansion  of  existing  ones),  tourist  promotion  (the  attraction  of  consumers 
for  our  existing  tourist  businesses),  manpower  training,  the  development  of 
new  private  enterprise  (especially  in  the  "high  technology"  area),  and  opera- 
tion of  the  federal  public  employment  program.   The  Governor's  Board  of  Eco- 
nomic Advisors  is  supposed  to  address  part  of  its  professional  attention  to 
the  problems  of  economic  development  in  the  state. 

Industrial  Promotion  and  "Mass  Incentives" 

The  Commonwealth's  most  visible,  and  certainly  its  most  widely-adver- 
tised economic  development  effort  has  been  a  package  of  business  excise  tax 
incentives  or  credits,  collectively  known  as  "Mass  Incentives"  (see  Figure  IV. 1). 
Passed  into  law  in  1973,  this  package  was  designed  to  entice  outside  companies 
to  build  plants  in  Massachusetts,  and  to  get  existing  companies  to  expand, 
thereb  creating  more  jobs  (only  manufacturing  and  R&D  firms  are  presently 
eligible) . 

There  seems  to  be  no  readily  apparent  (financially  or  politically  feasible) 
way  for  the  state  to  monitor  these  programs  to  check  whether  the  recipient 
companies  are  actually  creating  new  jobs,  whether  they  are  taking  the  state's 
money  for  jobs  that  would  have  been  created  in  any  case,  or  whether  they  are 
simply  substituting  one  group  of  (subsidized)  workers  for  another.   This  is 
the  well-known  "maintenance  of  effort"  problem,  which  federal  manpower  planners 
have  tried  to  deal  with  (unsuccessfully)  for  years.  Evaluations  of  federal 
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How  Massachusetts' 

If  your  company  is  considering 
relocation,  or  a  new  facility, 
Massachusetts  now  has  enough 
profit-making  incentives  to  be 
at  the  top  of  your  list.  In  the 
past  three  years  Massachusetts 
has  become  the  most  progres- 
sive state  in  passing  legislation 
beneficial  to  both  new  and  ex- 
isting businesses  and  indus- 
tries. We're  taking  positive 
steps  to  help  keep  business 
profitable  and  make  Massachu- 
setts a  state  with  a  healthy  tax 
climate.  This,  plus  the  special 
quality  of  life  Massachusetts  is 
famed  for,  gives  you  new  incen- 
tive to  locate  here. 

Property  treasure  incen- 
tive: The  tax  rate  on  the  cor- 
poration excise  for  1973  was 
reduced  from  $7.98  per  M  to 
$5.76  per  M.  Further  reduction 
can  be  expected  for  1 974.  It  is 
anticipated  this  tax  will  be  com- 
pletely eliminated  within  three 
or  four  years. 

3%  investment  Tax  incen- 
tive: The  3%  investment  tax 
credit  on  tangible  property  has 
been  extended  through  Novem- 
ber 1978  for  manufacturing  and 
R&D  corporations.  It  covers  in- 
vestments in  tangible  personal 
property  including  buildings. 

Payroll  Factor  Incentive: 
The  payroll  factor  remains  at 
1972  levels  plus  a  5%  annual 
growth.  This  eliminates  future 
increases  in  tax  liability  of 
expandedpayrolls. 


progressive  legislation  makes 

$500  Employment  Credit 
Incentive:  A  $500  fax  credit  is 
allowed  for  employment  of  each 
individual  taken  from  public  as- 
sistance rolls  to  the  extent  that 
payrolls  exceed  3%  of  prior 
year's  payroll. 

Sales  Tax  Incentive:  No 
sales  tax  on  machinery,  replace- 
ment parts,  tools  and  fuel. 

Loss  Carry-Forward  Incen- 
tive: Losses  incurred  in  other 
taxable  years  may  be  applied  to 
current  year  income  for  a  period 
up  to  five  years. 

Local  Property  Tax  Incen- 
tive: Local  exemption  of  tangi- 
ble property  tax  exists  on  in- 
ventory, machinery  and  equip- 
ment of  manufacturing 
corporation. 

Corporation  Excise  Liabil- 
ity Incentive:  Credit  is  allowed 
for  corporate  real  estate  repre- 
senting new  construction  in  an 
eligible  community  certified  to 
have  substantial  poverty.  This 
could  represent  up  to  52% 
reduction  of  local  property 
taxes. 

Urban  Job  Incentive:  A 
25%  payroll  deduction  of  eligi- 
ble payroll  is  available  for  new 
and  expanded  manufacturing, 
R&D  and  warehouse  facilities 
in  certified  areas  within  the 
state  for  up  to  ten  years. 

Corporate  Property  Leas- 
ing incentive:  Property  leased 
from  an  Industrial  Development 
Corporation  will  be  allowed  a 
3%  investment  credit  for  real 
and  tangible  personal  property. 


business  profitable. 

Industrial  Development 
Financing  Incentive:  Financing 
for  Industrial  De\  ;lopmer  t  up 
to  $5  million  is  tax  exer  ip  t. 

Leasehold  Improvement 
Incentive:  Leasehold  improve- 
ments outside  Massachusetts 
may  be  included  in  the  denomi- 
nator of  the  property  factor  in 
determination  of  the  apportion- 
ment formula. 

Waste  Treatment  Incen- 
tive: A 100%  deduction  for  in- 
dustrial waste  treatment  facil- 
ities and  air  pollution  control. 
The  value  of  such  investment 
shall  not  be  included  in  the  tangi- 
ble property  base  of  excise  tax. 

One  can  only  conclude  that 
the  Massachusetts  government 
has  gone  far  in  seeking  to  elimi- 
nate any  attitude  which  can  by 
the  most  remote  analysis  be 
considered  as  anti-business. 
This  is  a  long  record  of  con- 
sistency in  addressing  prob- 
lems which  adversely  affect  the 
economy  of  this  state  and,  if 
there  is  any  case  to  be  made  for 
improving  the  investment  by 
business  within  a  state  by  pro- 
viding economic  incentives  in 
the  tax  laws,  then  the  actions  of 
our  state  government  should  be 
looked  upon  as  the  most  pro- 
gressive of  any  state. 

For  more  information  on 
Massachusetts'  tax  climate  and 
areas  of  site  location  write: 
Massachusetts  Department  of 
Commerce  and  Development, 
100  Cambridge  Street,  Boston, 
Massachusetts  02202. 
Or  call  toll  free,  800-225-1775 
Residents  of  Massachusetts 
call  800-872-1975. 


Massachusetts  Department  of  Commerce  and  Development 
Frederick  A.  Centanni,  Commissioner 


Francis  W.  Sargent,  Governor 


We  work  for  your  business. 


3.  $100  for  single  person  and  $200  for  husband 
and  wife  filing  jointly  against  savings  account 
interest  and  dividends  from  institutions 
within  the  Commonwealth. 

4.  $600  for  each  dependent. 

5.  $600  additional  for  taxpayers  and  spouses 
age  65  or  over. 


SALES  AND  USE  TAX 

3%  on  gross  receipts  of  rental  sales  or  the  storage, 

use  or  consumption  of  tangible  personal  property. 

Exemptions: 

Machinery,  materials,  tools  and  fuel  used  directly 
and  exclusively  in  manufacturing,  heating,  air- 
craft, food  for  human  consumption,  utilities, 
clothing  for  human  wear  up  to  $1 75  of  sales  price 
of  any  articles  used  as  wearing  material;  foot- 
wear; newspapers;  magazines;  schoolbooks;  pre- 
scription drugs;  sales  of  vessels  and  barges 
50  tons  or  over  constructed  in  Massachusetts  and 
sold  by  the  shipbuilder;  fuel,  supplies  of  fuel  and 
repairs  for  vessels  engaged  in  foreign  and  inter- 
state commerce;  fuel  for  heating  purposes; 
motion  picture  films  for  commercial  exhibition; 
coffins,  caskets  and  other  listed  property  ordi- 
narily sold  by  funeral  directors;  motor  vehicles 
purchased  by  and  specially  equipped  for  para- 
plegics; casual  and  isolated  sales  under  given 
conditions. 


MISCELLANEOUS 

Room  Occupancy 

5.7%  of  total  amount  of  rent  for  each  occupancy 

Meal  Tax 

5%  based  on  taxable  charge  of  $1.00  or  more 

Alcoholic  Beverages  and  Alcohol  Excise 
Malt  beverages  $2,736  per  barrel  (31  gals.)  Cider 
0.0228  per  wine  gallon.  Still  wine  (including 
vermouth)  0.0456  per  wine  gallon.  Sparkling 
Wines  and  Champagne  0.57  per  wine  gallon.  All 
alcoholic  beverages  containing  24%  or  less  alcohol 
0.912  per  wine  gallon;  beverages  containing 


between  24%  and  50%  of  alcohol  $3,363  per  wine 
gallon;  beverages  containing  more  than  50%  of 
alcohol  $3,363  per  proof  gallon. 

Alcoholic  Beverages  Receipt 

5%  of  gross  receipts  of  alcoholic  beverage  sales 

Cigarettes  16^  per  20  package 

Gasoline  7.5^  per  gallon 

Employment  Security  Contributions 
8  schedules  with  rates  ranging  from  0.5  to  4.1 
(Present  schedule  is  1.3%-4.1%  on  first  $4,200 
wages  of  covered  worker.) 

Public  Utilities 

6.5%  (net  income  and  allocated  net  income  of 

intrastate  companies) 

Local  Property  Taxes 

Fair  cash  value  of  real  and  personal  property.  ( 

Rates  fixed  annually  by  the  local  board  of  asses- 
sors and  must  be  approved  by  the  State  Tax 
Commission.  Tax  administered  and  collected  at 
local  level. 

All  individuals,  partnerships,  associations  and 
trusts  are  taxed  for  personal  property. 

Motor  Vehicle  Excise 

Private  passenger  cars— $66  per  thousand 

Trucks  -    gasoline  -  $5.  per  1 000  lbs.  min.  $20. 

diesel-$20.  per  1000  lbs.  min.  $80. 
Tractors—  Part  of  semi-trailer  unit 

gasoline— $5.  per  1,000  lbs.  min.  $48. 

diesel-$20.  per  1,000  lbs.  min.  $160. 

Not  part  of  semi-trailer  unit 

gasoline— $5.  per  1,000  lbs.  min.  $24. 

diesel-$20.  per  1,000  lbs.  min.  $40. 
Trailers-  heavy  duty  $5.  per  1,000  lbs.  min.  $60. 
Buses—     gasoline— $1.20  or  $1.50  seat  depending 

on  capacity,  min.  $6. 

Pari  Mutuel  Tax 

From  2%  to  11%%  of  amount  wagered  per  day 
depending  upon  type  of  racing,  plus  additional 
1%  of  tax  plus  Vi  breakage. 

Inheritance 

1.8%  to  19.3%  plus  14%  surtax  added  to  base  tax.     i| 
Based  upon  classes  of  beneficiaries  determined 
by  relationship  to  the  deceased. 
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public  (e.g.  Public  Employment  Program)  and  private  (e.g.  Job  Opportunities  in 
the  Business  Sector)  sector  job  programs  have  shown  repeatedly  that  many  prime 
sponsors  simply  switch  existing  or  intended  employees  from  their  own  to  the 
new,  subsidized,  payroll.   Even  many  of  the  businessmen  we  interviewed  admitted 
that  the  net  impact  of  such  job-creation  subsidies  as  those  legislated  last  year 
in  Massachusetts  is  likely  to  be  insignificant.   But  this  is  crucial  for  fis- 
cal planning.   For  example,  when  the  $500  job  credit  bill  was  being  debated 
in  the  General  Court  last  year,  Howard  Foley,  executive  director  of  Jobs  for 
Massachusetts  (the  principal  sponsor  of  the  bill),  relied  heavily  on  the  argu- 
ment that  "any  state  revenue  lost  through  the  incentive  would  be  made  up  in 
other  ways,  such  as  new  income  taxes  generated  by  the  new  worker,  A  man 
employed  at  $9,000  a  year,  for  instance,  would  pay  a  state  income  tax  of 
$240  a  year,"  Moreover,  multiplier  effects  would  generate  more  service  jobs 
(although  surely  not  at  the  leverage  rate  of  as  much  as  3  to  1,  as  Foley 
claimed!),  with  their  associated  tax  payments.  Governor  Sargent  went  on 

record  during  those  debates  as  being  skeptical  of  the  maintenance  of  effort 

2 
of  firms  under  such  a  bill. 

We  have  already  learned  that  business  taxes  are  generally  a  small  component 
of  the  cost  of  doing  business  (see  Part  II,  Sec.  1  above,  where  the  figure  of 
1-2%  of  total  sales  was  suggested).   In  1965,  for  the  state  of  Wisconsin,  it 
was  estimated  that  exempting  the  average  new  food  products  or  primary  metals 
firm  from  all  Wisconsin  local  property  taxes  would  reduce  their  state/local  tax 


For  a  description  of  the  federal  experience  with  maintenance  of  effort,  see 
Harrison,  Education,  Training,  ...,  op.cit,,  pp.  171-177;  Sar  Levitan  and 
Robert  Taggart,  The  Emergency  Employment  Act  (Salt  Lake  City:  Olympus,  1974); 
and  John  H,  Goldstein,  "The  Effectiveness  of  Manpower  Training  Programs," 
Subcommittee  on  Fiscal  Policy,  Joint  Economic  Committee,  U.S.  Congress,  1972. 
It  has  been  estimated  tnat  about  three-fifths  of  the  Public  Employment  Program's 
jobs  were  truly  new  jobs. 

2 

Boston  Globe,  March  7,  1973,  p.  21. 
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costs  by  only  0„377o  and  1.107o  of  the  value  of  the  shipments  from  those  new 

3 
plants,  respectively.   An  old  but  relevant  study  of  Los  Angeles  shows  that 

"the  present  value  of  the  investments. . .undertaken  in  Los  Angeles  during 

1946-50  because  of  its  property  tax  exemption  program  was  less  than  the 

present  value  of  the  property  tax  revenue  lost  because  of  the  program.   In 

other  words,  if  Los  Angeles  governments,  instead  of  granting  tax  exemptions,- 

had  collected  this  tax  revenue  and  invested  it  themselves  in  new  plant  and 

equipment,  they  would  have  created  more  jobs  than  were  created  by  the  exemp- 

4 
tion  program." 

Under  the  best  of  circumstances,  any  reduction  in  the  state  tax  liability 
of  a  corporation  or  small  business  necessarily  increases  that  company's 
federal  income  tax  liability,  since  all  state  taxes  are  deductible  against 
federal  tax  liability.  With  a  corporate  income  tax  rate  of  nearly  507.,  this 
means  that  every  dollar  of  gross  state  subsidy  yields  a  net  subsidy  to  the 
receiving  company  of  only  fifty  cents,  since  that  company's  federal  taxes  will 
increase  by  the  amount  (.5  x  $1.00).   The  Investment  Tax  Credit,  Urban  Job 
Incentive,  Employment  Opportunity  Incentive,  and  other  similar  programs  do 
not  provide  especially  large  subsidies  to  begin  with;  this  federal  tax  factor 
will  certainly  reduce  their  stimutative  impact  even  further.  Moreover,  to  the 
extent  that  firms  attracted  to  the  state  by  the  Mass  Incentives  bring  part  of 
their  labor  force  with  them,  the  potential  impact  on  local  unemployment  is 
weaker,  and  the  extra  population  imposes  at  least  some  new  public  service 
(e.g.  education)  costs  on  the  state. 

Thus  we  should  a  priori  NOT  expect  business  tax  subsidies  (for  that  is 
in  truth  what  the  Mass  Incentives  are)  to  have  a  large  impact  on  industrial 


o 

Benjamin  Bridges,  Jr.,  "State  and  Local  Inducements  for  Industry,"  National 
Tax  Journal,  Part  I  (March  1965),  Part  II  (June  1965). 

4  Ibid.,  p.  187. 
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location  into,  or  expansion  within,  the  Commonwealth.   In  fact,  the  situation  is 
considerably  more  serious .   Both  the  author's  own  "conversational"  discussions 
with  businessmen,  and  a  formal  study  based  on  interviews  with  sixteen  Massachu- 
setts companies  eligible  for  the  "job  creation  tax  credits,"  combined  with  a 
benefit-cost  analysis  of  the  program,  strongly  indicate  that  the  Commonwealth 
is  probably  losing  money  with  this  legislation! 

The  "mfi.  -nance  of  effort"  problem  is  that  at  least  some--and  perhaps 
all--of  the  "new"  jobs  created  would  have  been  created  anyway.   Yet  all 
employers  whose  payrolls  during  the  first  year  grow  at  a  rate  greater  than 
1037o  of  *-he  1972  base,  whose  payrolls  during  the  second  year  grow  at  a  rate 
greater  than  106%  of  1972,  etc.,  whose  subsidized  jobs  pay  more  than  $4,200, 
who  provide  formal  internal  training,  and  who  draw  their  subsidized  workers 
from  the  unemployment  compensation,  welfare,  or  manpower  training  program 
rolls  by  way  of  the  Massachusetts  Division  of  Employment  Security,  are  eligi- 
ble for  the  tax  credit. 

We  can  illustrate  the  problem  by  reference  to  a  recent  poll  of  Central 
Square,  Cambridge  MBTA  riders,  conducted  by  a  group  of  MIT  urban  economics 
students  trying  to  measure  the  impact  of  the  "dime  time"  experiment.   Since 
early  in  1973,  riders  travelling  between  the  hours  of  10  a.m.  and  2  p.m.  pay 
only  ten  cents,  as  opposed  to  the  usual  fare  of  25  cents.   The  poll 
showed  that  between  80  and  907.  of  the  "dime  time"  (10-2)  riders  would  have 
ridden  anyway  during  those  hours  at  the  full  fare  of  25  cents.   Since  1007o 
of  the  riders  between  10  and  2  are  granted  the  fare  decrease,  the  MBTA  loses 


5  In  what  follows,  the  analysis  is  restricted  to  the  $500  job  creation  tax 
credit.  But  the  basic  arguments  appear  to  be  relevant  to  those  other  ele- 
ments of  the  Mass  Incentives  package  that  involve  labor-related  subsidies. 
And  of  course  all  state  tax  incentives  are  subject  to  instant  neutralization 
by  other  states'  passage  of  matching  incentives!   Only  federal  tax  incentives 
are  free  of  this  problem. 
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an  average  of  (.8  x  ($0.25-$0.10)  to  (.9  x  ($0.25  -  $0.10)  =  0.12  -  $0.14  per 
rider  each  day.  Even  if  all  10-207.  of  the  new  10-2  riders  were  really  new  to  the 
system,  the  average  extra  revenue  would  only  be  $0.10  per  new  rider.   In  fact, 
of  course,  many  (the  poll  indicated  most)  of  the  10-207.  who  were  "new"  to  the 
10-2  time  period  were  switching  from  other  times.   The  MBTA  loses  $0.15  for 
each  of  these  "switchers"  per  trip.   The  effect  is  large  enough  to  cost  the 
system  a  real  loss  in  net  revenue,  but  not  nearly  large  enough  to  significantly 
reduce  congestion  during  peak  load  hours. 

Virtually  every  business  executive  whom  we  interviewed  readily  volunteered 
the  opinion  that  "there  is  simply  no  way  in  which  this  or  any  other  government 
can  induce  a  firm  to  create  a  job  that  the  firm  wouldn't  have  created  anyway." 
Probing  revealed  the  mechanism  behind  this  assertion:  larger  firms  with  some 
degree  of  market  power  (economists  call  them  "oligopolists")  will  not  expand 
their  levels  of  activity  --  and  therefore  their  utilization  of  labor  --  when 
costs  fall  slightly.   It  would  be  too  expensive  to  rearrange  plant  configura- 
tions, schedules,  supervisory  duties,  etc.   Instead,  such  firms  will  tend  to 
take  such  cost  reductions  as  windfall  profits.   Smaller,  more  "perfectly 
competitive"  firms  are  less  locked  into  such  long-term  target  output  planning 
considerations;  they  are  more  likely  to  respond  in  the  "classical"  manner, 
i.e.  by  treating  the  subsidy  as  a  reduction  in  marginal  cost  and  consequently 
increasing  their  level  of  production- -and  therefore  their  hiring. 

Apparently,  the  inconvenience  of  stepping  outside  of  trie  internal  employ- 
ment "plan"  is  felt  by  even  rather  small  Massachusetts  firms,  for  even  the 
latter  told  us  that  they  would  "never  create  a  job  we  don't  need."  The  word 
"need"  is  crucial  here;  if  a  government  wants  to  get  private  firms  to  increase 


Or  they  might  use  part  of  the  subsidy  to  finance  the  "transaction  cost"  of 
exchanging  workers  currently  on  board  for  workers  whom  the  state  "prefers." 
More  on  this  later. 
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their  levels  of  employment,  it  must  find  a  way  to  stimulate  the  sales  of  those 
firmso  When  output  goes  up  (by  and  large),  employment  goes  up,  to  at  least 
some  extent.   Only  where  the  tax  incentives  for  employment  expansion  ("job 
creation")  were  very  large  indeed  would  the  companies  with  whom  we  spoke  even 
consider  such  expansion. 

To  study  the  impact  of  the  $500  job  creation  tax  credit,  Jeffrey  Simon 
and  David  Knisely  of  Harvard  University  conducted  formal  interviews  with 
sixteen  firms  in  the  spring  of  1974 -   Fifteen  of  the  firms  had  been  located 
in  Massachusetts  for  some  time;  one  had  just  moved  into  the  state  in  March. 
As  of  May  1974,  these  companies  constituted  847o  of  all  those  who  had  applied 
to  the  state  for  reimbursement  under  the  new  law„ 

The  results  are  displayed  in  Table  IV.  1.   Virtually  none  of  the  approximate- 
ly 668  formally  eligible  jobs  in  these  sixteen  companies  were  filled  in  re- 
sponse to  the  tax  credit,  by  the  open  admission  of  the  managers.  Nor  would 
any  of  these  firms  either  create  otherwise  unplanned  jobs  or  change  existing 
personnel  practices  in  order  to  qualify  for  the  credit.  Yet  all  of  them  are 
prepared  to  claim  and  accept  the  tax  subsidies  anyway.   The  five-year  total 
subsidy  could  amount  to  $1.4  million!  No  wonder  Manpower  Secretary  Newman 
describes  the  program  as  "more  of  a  present  than  a  real  incentive." 

When  the  job  credit  was  originally  proposed  by  Jobs  for  Massachusetts  in 
1973,  the  bill  was  even  weaker  than  the  one  which  finally  passed  into  law. 
For  example,  eligibility  would  not  have  been  restricted  to  firms  hiring  above 
the  3%  growth  trend;  all  new  hires  would  have  been  subsidized!   The  bill's 
advocates  may  have  decided  to  go  the  tax  credit  rather  than  the  expenditure 
route  in  order  to  hide  the  costs  of  the  program,  and  to  be  able  to  place  it 
within  the  jurisdiction  of  the  Taxation  Committee  of  the  Legislature  rather 
than  the  Joint  Commerce  and  Labor  Committee,  which  would  have  been  more 


No. 

of  Employees 
23,000 

Labor  Market  Designation 

Primary 

5,000 

Primary 

10,000 

Primary 

860 

Primary 

3,000 

Primary /Secondary 
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TABLE  IV. 1 
Highlights  of  the  Simon-Knisely  Interviews 

Industry 

Electrical  equip. 
Abrasives,  ceramics 
Photo  equip. 
Elect,  test  equip. 
Retail  supermarket  chain 

COMMENTS:  The  availability  of  the  credit  will  not  induce  any  significant  job 
creation.   One  company  said  "it  costs  us  about  $300  in  processing,  medical 
exams,  and  training  expenses  to  hire  and  process  an  unskilled  worker.   If  we 
hire  from  DES,  we  expect  the  risk  of  turnover  to  increase.  The  ($500-$300=) 
$200  compensation  isn't  worth  it."  Standard  hiring  of  unskilled  workers  off  the 
street  is  cheap  and  seems  to  work  ("why  risk  proven  procedures  in  order  to 
take  advantage  of  a  relatively  insignificant  tax  credit?"),   Four  of  the  five 
already  have  formal  internal  training  programs;  if  the  state  will  give  them  a 
subsidy  for  what  they've  already  got,  they'll  accept.   Present  workers  might 
become  "unstable"  if  too  many  "hard-core"  were  brought  in.   These  firms  may 
claim  as  many  as  253  slots  under  the  new  law. 

-_-- — 

Machine  tools  180  Primary /Secondary 

Men's  garments  1,200  Secondary 

Upholstered  fabrics  850  Secondary 

COMMENTS:  These  firms  use  unskilled  labor  and  put  up  with  high  turnover.   To 
reduce  turnover  "would  entail  paying  unskilled  workers  more,  redesigning  and 
upgrading  their  jobs,  and  offering  them  concrete  advancement  possibilities. 
Employers  are  not  about  to  expend  the  time  and  money  (and)  the  $500  credit 
simply  does  not  offer  the  employers  enough... to  think  about  such  an  undertak- 
ing." Two  of  the  three  firms  which  had  previously  introduced  modest  training 
programs  were  now  going  to  ask  the  state  to  certify  them  for  the  credit.   They 
complained  about  long  delays  in  dealing  with  DES.  Where  foremen  had  ultimate 
hiring  power,  this  was  an  obstacle;  foremen  care  about  delivery  of  output  on 
time,  and  not  about  cost.  The  managers  all  said  they  intend  to  make  claims  (for 
76  employees),  but  that  "no  new  jobs  would  be  created  in  order  to  take  greater 
advantage  of  the  credit." 

A  group  of  four  small  secondary  labor  market  firms  employ- 
ing 20-125  employees  each. 
COMMENTS:  Two  of  the  four  said  the  $4,200  wage  floor  requirement  was  too  high. 
These  companies  have  extremely  unstructured  internal  personnel  practices,  pay 
very  low  wages,  and  provide  little  advancement.  No  qualifications  for  entry  are 
required.   They  already  use  DES,  and  would  take  whomever  DES  sent  them,  in  order 
to  be  able  to  qualify.  But  they  would  never  create  jobs  just  to  get  tne  credit. 
"Hiring  and  investment  decisions  for  this  group  of  companies  were  completely 
dependent  upon  the  expansion  of  the  market  for  their  individual  products."  "They 
would  try  to  claim  a  credit  for  every  eligible  employee,  but  they  would  not  alter 
their  procedures. ..in  order  to  qualify."  Simon  and  Knisely  observe  that  "the 
credit  is  reinforcing  (dualism)  by  making  it  increasingly  attractive  for  firms 
to  keep  low  wage,  high  turnover  jobs." 
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TABLE  IV. 1  (cont.) 

Three  very  small  primary  labor  market  firms:  engineering,  die-making, 
and  R&D,  with  5-38  employees. 

COMMENTS:  They  have  very  little  need  for  unskilled  labor.  "If  we  needed  more, 
sure  we'd  go  to  DES."  One  R&D  firm  is  a  federal  contractor,  and  so  must  file 
vacancies  with  DES,  but  prefers  not  to  hire  from  there.  None  would  change  pro- 
duction plans  because  of  such  a  small  subsidy. 

One  large  leather  shoe  firm,  just  moved  into  Massachusetts 
this  year.   Low  wage,  secondary  firm. 

COMMENTS:   Firm  located  here  because  of  the  "availability  of  a  trained  labor 
force  and  a  vacant  building,  almost  fully  equipped.   "The  availibility  of  the 
credit  was  not  a  prime. . .consideration."  Eighty  of  the  ninety  people  hired 
had  been  on  unemployment  insurance  rolls.  Employer  will  not  try  to  claim  credit 
for  all  eighty.  If  accepted,  this  one  firm  could  receive  $200,000  over  five 
years.  Yet  "in  admitted  fact,  the  company  was  going  to  locate  here  and  expand 
anyhow." 
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knowledgeable  about  the  substance  of  the  bill.   Projections  supplied  by  Jobs 

for  Massachusetts  claimed  that  the  program  would  be  costless,  and  that  "going 

the  tax  route"  would  minimize  red  tape. 

As  far  as  "red  tape"  is  concerned,  administration  of  the  program  could 

hardly  be  more  complicated.  Authority  to  certify  employer  eligibility  is  split 

between  three  departments:  Manpower  Affairs,  Human  Services,  and  Communities 

and  Development  (see  Figure  IV. 2).   The  greatest  difficulties  have  to  do  with 

the  latter.   Inside  Communities  and  Development,  there  exists  a  small  agency 

called  the  Urban  Job  Incentive  Bureau. 

The  Bureau  was  set  up  as  a  federal  program,  and  is  now 
trying  to  have  the  state  take  over  its  funding.   It  is  in 
this  office  that  most  of  the  problems  concerning  the  pro- 
gram originate.   Several  employers  told  us  that  they  had 
contacted  the  Bureau... but  were  still  waiting  to  hear  any- 
thing substantive.   This  involved  lapses  of  as  much  as 
six  months  or  so.   There  do  not  seem  to  be  any  guidelines 
for  certification... the  process  is  disorganized,  inconsis- 
tent and  sketchy. 

The  problem  at  present  seems  to  be  that  the  Bureau  is 
spending  a  major  amount  of  time  trying  to  justify  its  own 
existence  to  the  Legislature  in  order  to  assure  funding. 
Following  a  common  bureaucratic  path,  the  Bureau  seems  to 
be  involved  in  trying  to  certify  as  many  programs  as 
possible. . . 

Employers  have  said  that  they  simply  don't  know  whom  to 
go  to  for  forms  or  information,  that  they  feel  they  are 
constantly  getting  the  runaround,  and  that  in  fact  the 
amount  of  money  they  can  save  by  using  the  credit  may  not 
be  worth  the  endless  delays,  problems,  and  paperwork... 
This  casts  serious  doubt  concerning  the  original  contention 
that  red  tape  would  be  cut  by  placing  the  program  in  the 
tax  system. ..The  Urban  Job  Incentive  Bureau,  meanwhile, 
has  been  successful  in  having  the  Chairman  of  the  Senate 
Ways  and  Means  Committee  insert  a  funding  amendment  into 
the  budget... 
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Jeffrey  A.  Simon  and  David  Knisely,  "Ch.  791,  Acts  of  1973--The  $500  Tax 
Credit  Program,"  Joint  Committee  on  Commerce  and  Labor,  May  1974,  pp.  49-56, 
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FIG.    IV.    2 

FORM355-JC  THE  COMMONWEALTH  OF  MASSACHUSETTS  107^ 

DEPARTMENT  OF  CORPORATIONS  AND  TAXATION  "  5r  f  *■¥ 

REQUEST  FOR  CERTIFICATION  OF  EMPLOYEE  ELIGIBILITY  FOR  JOB  CREDIT 

(Mall  In  triplicate  to  applicable  Secretary) 

For  the  year  January  1  ■  December  31,  1973.  or  other  taxable  year  beginning 1973,  ending   ,  19   .... 


Name  of  Corporation U.S.  Identification  No. 

Present  Address  of  Principal  Office  

Present  Location  of  Principal  Office  in  Massachusetts 


Request  is  made  that  the  following  individual  be  certified  by  your  office  as  eligible 
for  the  job  credit  under  G.L. ,  c  63,  s.  31C,  at  the  time  of  his  or  her  first  employment 
by  this  manufacturing  or  research  and  development  corporation. 


Date  Signature  of  officer  Title 


Employee's  Name Soc.  Sec.  No.  

Home  Address  

Employment  Location First  Employment  Date  

Eligibility  Basis.   Check  applicable  box  and  identify  any  training  program.* 

A.  Secretary  of  Human  Services.  Saltonstall  Building,  Room  904,  100  Cambridge  Street, 
Boston,  Massachusetts  02202. 

1.  Assistance  under  G.L. ,  c.  115,  117  or  118: 

n Veterans  Benefits;  D  General  Relief;  or  □  Aid  to  Families  with  Dependent  Children 

2.  Training  in  an  approved  publicly  or  privately  funded  training  or  rehabilitation 
program.  Identify  the  program  below.* 

□  Mass.  Rehabilitation  Commission;  G Commission  for  the  Blind;  □  Other. 

3.  □ Department  of  Corrections  training  program,  G.L. ,  c.  127,  s.  48. 

B.  Secretary  of  Manpower  Affairs.  Hurley  Building,  4th  Floor,  Government  Center, 
Boston,  Massachusetts  02114. 

1.  □Unemployment   compensation  based  solely  on  wages  paid  by  other   than 

requesting  employing  unit,  G.L.,  c.  151A. 

2.  □ Training  in  an  approved  publicly  or  privately  funded  manpower  training  or 

rehabilitation  program.  Identify  the  program  below.* 

C.  Secretary  of  Communities  and  Development.  Urban  Job  Incentive  Bureau,  Saltonstall 
Building,  Room  1303,  100  Cambridge  Street,  Boston,  Massachusetts  02202. 

1.  □ Training  under  approved  training  or  assistance  program,  G.L.,  c.  23B,  s.  11. 
Identify  below.* 


♦Training  Program:  City  or  Town Program 

Program  Sponsor Duration Date  Completed 


I  hereby  authorize  my  employer  to  obtain  from  the  appropriate  agency  herein  named  in- 
formation to  establish  my  eligibility  for  the  job  credit  under  G.L.  ,  c.  63,  s.  31C. 
Employee '  s  Signature Date 


CERTIFICATION 

□  It  is  hereby  certified  that  the  above  named  individual  received  the  claimed  assistance, 
training  or  compensation  immediately  prior  to  the  date  of  his  first  employment;  or, 

□  Such  employee  is  not  eligible.  Certificate  Number  

Secretary  of  Signature  of  Authorized  Official         Date 


Employer:  Request  certification  as  soon  as  possible.  After  the  corporation's  taxable 
year  ends,  enter  the  employee's  wages  if  $4,200  or  more  on  the  original  Form  355- JC 
that  has  been  certified  to  you.   Complete  corporation  excise  Schedule  J;  and  if  other- 
wise qualified  to  claim  a  job  credit,  file  a  copy  of  the  Certified  Form  355-JC  with  the 
corporation  excise  return,  Form  355A  or  355B . 

Wages  paid  to  this  employee  during  the  corporation's  taxable  year  were  $ 


80, 


So  much  for  the  claim  that  the  tax  approach  would  minimize  red  tape.  What 
about  Jobs  for  Massachusetts'  claim  that  the  program  would  be  "costless"?  In 
order  to  evaluate  the  costs  and  benefits,  it  is  necessary  to  make  a  string  of 
explicit  assumptions  about  various  economic  behavioral  parameters.  The  con- 
clusions follow  partly  from  these  assumptions;  therefore,  the  reader  should 
consider  them  very  closely. 

First,  we  "guesstimate"  a  range  of  plausible  values  for  the  parameters 
of  the  "income  multiplier"  in  Massachusetts.   This  is  a  number  which  indicates 
how  extensively  any  increase  or  decrease  in  spending  in  the  state  produces 
(or  withdraws)  new  purchases  of  goods  or  services,  which  in  turn  generate 
further  changes  in  income  ana  employment.   For  example,  if  a  Massachusetts 
company  receives  a  large  government  contract,  that  company  will  hire  local 
workers  and  pay  them  salaries,  and  will  purchase  resources  (e.g.  power,  paper 
clips)  from  local  businesses  and  households.   The  recipients  of  these  extra 
incomes  will  in  turn  spend  part  of  this  new  money  on  goods  and  services  for 
themselves,  etc.,  etc.   The  income  multiplier  shows  how  much  overall  growth 
(or  decline)  can  be  expected  from  some  initial  change. 

In  order  to  compute  an  income  multiplier,  we  first  specify: 
(1)Y  =  C  +  I+G+X-M 
i.e.  total  Massachusetts  income  (Y)  is  defined  as  the  sum  of  consumer  spending 
on  goods  and  services  produced  in  Mass.  (C),  investment  (e.g.  plant  and 
equipment  spending)  in  Mass.  businesses  (I),  state  and  local  government  ex- 
penditures (G) ,  and  export  earnings  (X) ,  less  the  "leakage"  of  income  sent 
outside  the  state  to  pay  for  imported  goods  and  services  (M) .  Assume  that 

(2)  C  =  (1  -  s)  (1  -  t)  Y 

(3)  M  =  mY 

i.e.  the  income  available  for  consumption  is  reduced  by  the  proportion  of 
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income  that  goes  for  taxes  (t).   This  remaining  income  ((l-t)Y)  is  then  divided 
between  consumer  spending  and  saving.   If  (s)  is  the  proportion  of  available 
income  saved,  then  (1-s)  is  the  proportion  spent  for  consumption.   Thus, 
C=(l-s)  (l-t)Y.   Imports  are  assumed  to  be  some  simple  proportion  (m)  of  total 
income  (Y) . 

To  simplify  the  computation  of  the  income  multiplier,  define 

(4)  S  =  T  +  G  +  X 

i 

where  (S)  is  total  "exogenous"  (i.e.  "outside",  or  "new")  spending,  regardless 
of  source.  Now  substitute  equations  (2) -(4)  into  (1): 

(5)  Y  =  (1-s)  (l-t)Y  +  S  -  mY 

and  solve  equation  (5)  for  (Y)  as  a  function  of  the  parameters  and  the  "new 
spending"  variable  (S): 

Y  -  [(l-s)(l-t)Y]  +  mY  =  S 

Y  [l-((l-s)(l-t))  +  m]  =  S 

Y  [1-  (1-t-s+st)  +  m]   -  S 

Y  (s+t+m-st)  =  S 

(6)  Y  -       1 S 

(s+t+m-st) 

The  income  multiplier  is  the  ratio  l/(s+t+m-st) ;  mathematically,  this  is  the 

derivative  of  income  (Y)  with  respect  to  new  spending  (S).   It  tells  by  how 

much  income  will  increase  (decrease)  for  each  dollar  increase  (decrease)  in 

new  spending.   Since  the  term  (st)  will  generally  be  very  small,  it  is  often 

ignored,  to  simplify  things. 

Thus,  an  approximate  formula  for  the  income  multiplier  is 

. 1 

s  +  t  +  m 

where 

s  =  the  fraction  of  gross  income  that  recipients  tend  to  save;  we 
assume  a  range  of  0.00  =  0.10  (the  national  average  in  1969 
was  0.04). 
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t  =  the  fraction  of  gross  income  used  to  pay  all  taxes;  assume  a 
range  of  0.25  -  0.40  (the  national  average  in  1969  was  0.32) „ 

M  =  the  fraction  of  gross  income  used  to  make  consumer  or  other 

purchases  from  out  of  state,  i.e.  imports  as  a  %   of  gross  income; 
assume  a  range  of  0.15  -  0.30  (no  data  exist  on  this  parameter). 

Then  the  Massachusetts  income  multiplier  takes  on  values  ranging  from  (1/0.80) 

to  (1/0.40)  or  1.25  to  2.50. 

To  convert  tnis  into  an  employment  multiplier,  we  may  measure  the 
average  ratio  of  Gross  State  Product  to  full-time  employment --this  was  about 
$12,000  in  1970--and  assume  that  this  average  remains  stable  over  time  (at 
least  for  the  next  four  to  five  years,  which  is  the  period  of  eligibility  for 
the  $500  tax  credit).   This  amounts  to  an  assumption  of  constant  productivity. 

Finally,  we  observe  that  the  state  Constitution  requires  the  government 
to  balance  its  budget  each  year.   Therefore,  any  tax  credits  must  be  made  up 
in  some  way,  either  by  offsetting  reductions  in  expenditures  elsewhere,  or  by 
tax  increases  to  make  up  the  difference.   If  the  tax  credit  did  induce  firms 
to  create  truly  new  jobs  that  weren't  there  before,  then  the  tax  payments  and 
additional  consumer  spending  made  by  these  new  employees  might  (as  Jobs  for 
Massachusetts  promised)  make  up  the  deficit.   But  we  have  seen  that,  for  all 
practical  purposes,  there  have  been  no  new  jobs. 

In  any  case,  with  these  assumptions,  we  can  examine  three  scenarios: 

First,  suppose  the  state  grants  a  $1  business  tax  credit  to  firms  for  the 
purpose  of  creating  new  jobs,  and  finances  it  through  a  $1  increase  in  the 
state  income  tax.   Since  this  tax  is  proportional,  such  a  policy  would  represent 
a  redistribution  of  income  from  consumer /workers  to  the  business  sector,  but 
all  consumer /workers  would  share  the  burden  more  or  less  equally.  As  noted 
earlier,  the  federal  income  tax  liability  of  the  businesses  accepting 
the  credit  will  increase  by  about  $0.50,  so  the  maximum  gross  stimulus  to  the 
state  economy  is  only  half  that  assumed  in  the  legislation. 


83, 


Massachusetts  consumers  can  take  the  $1  state  income  tax  increase  as  a 
federal  tax  deduction;  at  an  average  federal  tax  rate  of  30%,  state  disposable 
income  will  therefore  fall  by  $0.70  (we  are  ignoring  the  complication  intro- 
duced by  recognizing  that  the  federal  tax  is  progressive).  Assuming  the  en- 
tire $0.30  return  from  the  "feds"  flows  back  into  local  (i.e.  inside  Massachu- 
setts) consumption  and  investment,  then  state  spending  following  the  new  tax 
will  have  fallen  by  $0.70.   But  with  leakage  into  savings  (s)  and  imports  (m  ) 
taken  into  account,  state  consumption  and  investment  spending  could  fall  by 
as  much  as : 

$1  -  ((1-max  s  -  max  m)  x  .30)  = 

$1  -  ((1  -   .10  -  .30)  x  .30)  = 

$1  -  (  .6  x  .30)  =  $0.82 
Thus,  the  immediate  cost  per  dollar  of  job  creation  tax  credit  is  $0.70  to 
$0.82.  With  a  multiplier  of  1.25  to  2.50,  and  an  output-labor  ratio  of  about 
$12,000,  a  $1  million  business  tax  incentive  program  might  cost  the  state  between 

(.70  x  $1  million)  x  1.25  =  73  jobs 

$12,000 

and 
(.82  x  $1  million)  x  2.50  =  171  jobs 

$12,000 

That  is,  this  many  jobs  will  be  eliminated  by  employers  because  there  is  no 
longer  adequate  aggregate  spending  to  sustain  them.   If  business  would  really 
turn  each  $500  credit  into  a  new  job  (at  an  average  of  $12,000  for  wages,  bene- 
fits, overhead,  etc.),  and  recalling  that  the  incentive  will  actually  be  only 
half  as  strong  as  intended  because  of  the  federal  tax  charge  on  the  state  tax 
credit,  then  a  $1  million  program  of  $500  tax  credits  would  create  about 

($1  million)  x  1/2  -  1,000  jobs.  At  $12,000  per  slot,  each  new  job  would  also 
$500 

generate  about  $3,000  in  new  state  taxes.   The  original  tax  increase  would  have 

"destroyed"  only  73-171  jobs.  Obviously,  the  net  result — 829  to  927  new  jobs 

and  $2.5  -  $2.8  million  in  new  tax  revenues  for  Massachusetts,  plus  substantial 
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savings  in  the  form  of  reduced  welfare  and  unemployment  compensation  payments- 
would  be  very  favorable. 

However,  as  we  have  seen,  the  best  guess  is  that  the  private  companies 
receiving  the  credit  will  not  create  any  truly  "new"  jobs.  If  so,  then  the 
net  impact  of  a  $1  million  tax  credit  program  is  a  loss  of  73-171  jobs  and 
$1  million  of  taxes  foregone  which  could  have  been  used  for  other  purposes. 
In  short,  it  is  not  the  case  that  (as  one  legislator  put  it)  "the  worst  that 
can  happen  is  that  nothing  happens."  The  worst  that  can  happen  is  that  the 
state  loses  jobs  and  tax  revenuei 

Second,  suppose  the  program  is  financed  out  of  a  sales  tax  increase. 
The  overall  impacts  (for  varying  assumptions  about  the  values  of  s,  t,  m  , 
willingness  of  companies  to  add  jobs,  etc.)  will  be  about  the  same  as  in  the 
first  scenario.  What  will  differ  is  the  redistributional  effect.  With 
the  sales  tax  approach,  income  will  again  be  redistributed  from  consumer/ 
workers  to  the  business  sector.   But  this  time,  because  sales  taxes  are  re- 
gressive (since  the  items  to  which  they  usually  apply  constitute  a  larger 
share  of  the  budgets  of  the  poor  than  of  the  non-poor),  low-income  consumer/ 
workers  in  Massachusetts  will  be  paying  a  disproportionate  share  of  the  costs 
of  the  program. 

Third,  suppose  the  program  is  financed  by  an  exactly  offsetting  reduction 
in  state  expenditures,  rather  than  by  any  kind  of  tax  increase.   In  this  case, 
the  impact  per  dollar  of  tax  credit  will  be  a  full  $1  loss  to  the  state's 
spending  stream  (aggregate  demand),  which  translates  into  a  loss  of  from 

($1  -  $1  million)   x  1.25   =  104  jobs 

$12,000 

to 
($1  x  $1  million)   x  2.50   =  208  jobs 

$12,000 

and  $1  million  in  tax  revenues  foregone  (this  assumes  that  business  creates  no 
truly  new  jobs).   The  redistributional  effect  would  depend  on  the  income  class 
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of  the  consumer/workers  who  were  the  principal  constituency  of  the  program  or 
programs  which  got  cut  back  by  $1  million,, 

The  provision  requiring  that  new  employees  subject  to  the  credit  must 
represent  growth  in  the  firm  over  and  above  the  national  trend  rate  of  about 
37o  per  year  was  designed  to  deal  with  the  "maintenance  of  effort"  problem. 
In  practice,  it  has  not  worked.  We  are  frankly  skeptical  that  tax  incentives 
can  ever  produce  significant  new  job  growth;  our  interviews  suggest  that  only 
a  very  large  tax  cut  indeed  would  have  any  real  effect,  and  of  course  the  risk 
of  undermining  the  tax  base  grows  as  the  size  of  the  program  grows. 

If  a  more  carefully  monitored  experiment  i_s  contemplated  by  the  Common- 
wealth, then  some  important  changes  in  measurement  are  in  order.   The  3% 
figure  is  a  national  average;  any  individual  industry  is  likely  to  be  growing 
faster  or  slower  than  that.  Moreover,  growth  trends  are  usually  nonlinear. 
A  more  appropriate  criterion  for  eligibility  is  displayed  in  Figure  IV. 3. 
This  shows  a  curvilinear  trend,  thereby  assuming  that,  as  the  size  of  the 
firm  grows,  the  "normal"  percentage  increases  in  employment  diminish.  As 
depicted  in  Figure  IV. 3,  a  firm  with  such  a  plan  would  be  eligible  for 
subsidies  for  the  extra  jobs  represented  by  the  shaded  area.   But  note  that 
these  jobs  might  have  been  created  anyway,  even  in  the  absence  of  the  tax 
credit.   There  is  simply  no  way  to  know  for  sure.  All  we  can  say  is  that 
we  subsidized  this  particular  firm  because  it  grew  "faster  than  usual." 

Since  it  is  in  the  interest  of  the  firm  to  understate  its  trend  rate  of 
growth  in  order  to  make  any  proposed  increases  look  significantly  greater 
than  normal,  and  therefore  eligible  for  subsidy,  the  data  would  have  to  be 
collected  and  checked  by  the  state.   Right  now  (as  shown  in  Figure  IV. 2), 
firms  report  their  "data"  to  the  state — not  only  on  employment,  but  on  presence 
of  training,  wages  paid,  etc. 


FIGURE   IV. 3 
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We  may  conclude  this  evaluation  of  the  industrial  location/expansion 
tax  incentive  approach  with  a  final  comment  about  "affirmative  action" 
goals.   Wage  subsidies   (or  labor-based  tax  credits)  are  a  potentially 
effective  mechanism  for  inducing  employers  to  substitute  those  workers 
whom  the  state  prefers  (such  as  minorities,  the  unemployed,  those  on  wel- 
fare, etc.)  for  other  workers.   Expansion  is  not  at  issue  here,  but  rather 
the  composition  of  the  employed  labor  force.   The  use  of  public  funds  to 
achieve  a  more  equitable  allocation  of  those  jobs  that  do  exist  is  a  perfectly 
sensible  goal  of  public  policy.   But  it  is  not  the  goal  advertised  by  either 
the  Commonwealth  or  by  Jobs  for  Massachusetts  in  connection  with  the  program 
we  have  been  analyzing.   And  no  wonder,  for  those  workers  who  are  now  employ- 
ed would  scream  bloody  murder  if  they  thought  that  the  state  was  using 
taxpayers'  dollars  to  induce  employers  to  replace  them  with  (say)  people 
on  welfare! 

In  our  opinion,  no  such  substitution  policy--af firmative  action  or 
equal  employment  opportunity--can  be  implemented  without  the  strong  and 
visible  support  of  the  governor  and  the  legislative  leadership.   Even  then, 
it  will  be  politically  hard  to  do  if  overall  job  growth  is  negligible.   Thus, 
in  the  last  analysis,  the  strongest  argument  against  the  continuation  of  the 
"Mass  Incentives"  package  is  that  it  is  not  producing  what  it  was  designed  to 
produce--economic  growth  and  development--and  the  one  thing  which  it  may  be 
capable  of  producing  is  politically  infeasible  without  economic  growth  and 
development. 

In  addition  to  offering  a  variety  of  tax  incentives  to  firms  locating 
plants  in  the  Bay  State,  the  Department  of  Commerce  and  Development  is  engaged 
in  promotional  activities  both  here  and  abroad.   Perhaps  the  most  dramatic 
example  is  the  recent  outfitting  of  a  floating  exhibit  on  the  ship  "Bay  State," 
which  visited  Portugal,  France,  and  England  in  July  1974,  displaying  the  wares 


88. 


Q 

of  such  Massachusetts-based  companies  as  Digital,  Avco,  and  Norton.   These 
promotional  activities  have  cost  about  $450,000  a  year  for  the  past  several 

years;  the  Department  has  proposed  a  budget  of  $550,000  for  Fiscal  Year 

9 
1975c 

It  is  operationally  impossible  to  evaluate  the  cost-effectiveness  of 
these  expenditures.  When  a  foreign  company  does  build  a  Massachusetts  plant, 
what  was  the  relative  importance  of  the  DCD  promotional  effort?  Without 
such  estimates,  we  have  cost  data  but  no  benefit  data. 

Still,  it  would  be  well  to  keep  in  mind  the  finding  of  a  large  number  of 
studies  of  industrial  location:  that  tax  inducements  and  promotional  efforts 
"rank  quite  low  on  lists  of  location  factors."    Such  investments  tend  to 
be  most  effective  in  boundary  cases,  i.e.  where  other  considerations  make 
the  firm  more  or  less  indifferent  as  between  two  adjacent  locations  within 
a  region  (say  the  area  around  the  Massachusetts-New  Hampshire  border). 
Moreover,  some  analysts  feel  that  such  investments  tend  to  attract  those 
kinds  of  companies  that  are  most  in  need  of  subsidies,  and/or  lack  the 
ability  to  generate  their  own  information  about  alternative  locations;  these 
tend  to  be  low-profit  and  therefore  low-wage,  secondary  labor  market  firms. 

In  short,  industrial  promotion  investments  probably  don't  have  much  im- 
pact on  economic  development  at  all.   And  when  they  do,  it  is  possible  that 
their  effect  is  to  expand  the  size  of  the  state's  secondary  labor  market — 


°  "Bay  State  Crossing  Atlantic  to  Snare  Business  for  Mass.,"  Boston  Globe, 

June  11,  1974,  p.  38. 
q 

State  of  Massachusetts,  Office  of  the  Governor,  The  Budget  in  English: 

FY  75  Budget,  Jan.  23,  1974,  p.  133. 

Bridges,  op.cit. ,  p.  192. 

^William  C.  Lewis,  "Tax  Concession  and  Industrial  Location,"  Reviews  in 
Urban  Economics,  Fall  1968;  William  J.  Strober  and  Laurence  H.  Falk, 
"The  Effect  of  Financial  Inducements  on  the  Location  of  Firms,"  Southern 
Economic  Journal,  July  1969;  William  K.  Tabb,  "A  Cost-Benefit  Analysis 
of  Location  Subsidies  for  Ghetto  Neighborhoods,"  Land  Economics, 
February  1972. 
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thus  unintentionally  exascerbating  many  of  the  state's  economic  and  social 
problems . 

Tourism 

The  Commonwealth  of  Massachusetts  has  made  tourism  a  central  element 
in  its  economic  development  efforts   The  Division  of  Tourism  in  the  Department 

of  Commerce  and  Development  spent  almost  $700,000  in  Fiscal  1974,  and  plans 

12 
to  spend  $876,000  next  year.     In  1970,  an  estimated  12  million  people 

13 
visited  the  state,  spending  about  $102  billion  dollars.,    A  U.S.  Bureau 

of  Labor  Statistics  report  estimates  that,  during  the  peak  tourist  month 
of  August,  the  ton  industries  that  comprise  the  tourist  sector  are  collective- 
ly responsible  for  more  jobs  in  Massachusetts  than  all  but  two  manufacturing 

14 
industries-    A  DCD  sponsored  study  is  presently  underway  at  the  University 

of  Massachusetts  to  measure  the  indirect  income  and  employment  impacts  of 

tourism;  preliminary  estimates  indicate  that  it  may  now  be  the  largest  single 

industry  in  the  state, 

If  economic  growth  is  a  desideratum,  and  if  (as  we  explored  earlier) 

exporting  is  an  important  activity  in  stimulating  that  growth,  then  tourism 

becomes  one  of  the  state's  most  important  growth- inducing  activities,  for  the 

1  2 

The  Budget  in  English,  loc.  cit. 

13 

Division  of  Tourism,  DCD,  The  Tourism  and  Recreation  Story  in  Mass.,  1972, 

p.  10.   This  impact  estimate  does  not  include  some  retail  and  travel  agency 

sales,  transportation  or  cultural  sales,  or  any  of  the  sales  generated  by 

"day  trippers"  who  did  not  stay  in  Massachusetts  hotels  or  lodging  houses. 

For  example,  in  August  1971,  "Vacation  Tourist  Travel"  generated  about 
58,400  jobso   Only  electrical  equipment  (with  84,000)  and  machinery  (66,800) 
had  more  jobs  in  the  Commonwealth.   Edward  T.  O'Donnell,  "Statistical  Esti- 
mate of  Private  Employment  in  Massachusetts  Directly  Generated  by  Tourist 
Vacation  Travel,"  New  England  Regional  Office,  U.S.  Bureau  of  Labor  Statistics, 
March  1972,  p.  9»   The  ten  tourist  industries  are:  eating  and  drinking  estab- 
lishments; hotels,  motels,  and  tourist  courts;  sports  and  miscellaneous  re- 
creation; trailer  parks  and  camps;  laundries  and  dry  cleaners;  souvenirs  and 
gifts;  gasoline  service  stations;  rooming  and  boarding  houses,  motion  picture 
theatres;  and  theatrical  productions.   About  12,000  jobs  in  other  miscellaneous 
industries  are  included  in  the  BLS  estimate. 
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great  majority  of  tourism's  customers  are  from  out-of-state  or  from  foreign 
countries. 

The  tourist  industry  has  a  number  of  other  attributes  that  commend  it 
to  our  attention  as  an  instrument  for  economic  development.   It  generates 
substantial  tax  revenues  out  of  tourist  consumer  spending  (through  the  room 
occupancy  and  sales  taxes)  and  out  of  the  income  of  the  businesses  in  the 
industry  (through  the  property  and  state  income  taxes).   Tourist-related 
firms  tend  to  disproportionately  employ  precisely  those  members  of  the  labor 
force  who  have  the  greatest  difficulty  in  finding  jobs  in  other  parts  of  the 
economy:  youth,  women,  and  minorities.   For  those  workers  who  seek  part-time, 
seasonal  jobs  (e.g.  students  on  summer  vacation),  the  industry  is  an  optimal 
source  of  employment.  Also,  Massachusetts  is  one  of  the  few  states  with 
really  excellent  year-round  tourist  opportunities,  located  in  many  parts  of 
the  Commonwealth.   Thus,  the  benefits  of  tourist-stimulated  growth  are  fairly  wide- 
ly distributed  across  space--still  another  positive  attribute  of  this  industry. 
Finally,  tourism  seems  to  be  extremely  cost-effective;  nearly  all  of  its 
expenses  are  borne  by  the  private  tourist  businesses  themselves. 

But  we  are  paying  a  different  kind  of  price  for  these  undeniable  benefits. 
The  tourist-related  industries  (i.e.  the  industries  which  include  but  are  not 
limited  to  services  for  tourists)  constituted  about  8.47.  of  the  non-agricultur- 
al jobs  in  Massachusetts  in  1970.   These  industries  paid  the  very  lowest  wages 
of  any  part  of  the  state  economy.   Table  IV. 2  is  based  on  Census  Bureau  data 
which  do  not  exactly  match  the  precise  industrial  categories  mentioned  earlier, 
but  the  correspondence  is  surely  close  enough  to  make  the  point.   For  young 
college  students  and  others  who  voluntarily  seek  low-wage,  part-time,  or 
seasonal  work,  this  creates  no  special  problem.   For  adult  workers  trapped  in 
the  secondary  labor  market,  it  is  a  very  great  problem  indeed. 


91, 


Tourism  is  the  quintessential  secondary  labor  market  industry.  Wages 
and  profits  are  low.  There  are  no  important  "career  ladders"  which  hard-working 
employees  can  "climb"  in  order  to  improve  the  level  of  living  of  themselves  and 
their  families.   Experience  "gained"  in  tourism  counts  for  little  or  nothing 
as  a  credential  for  moving  to  other  jobs  later. 

TABLE  IV.  2 

Employment  in  the  Tourist  Industries  in  Massachusetts  -  1970 

Total  Massachusetts      Tourism 
employment  employment3 


male       female    male     female 


1970  employment        1,400,921  919,443   105,025  84,805 

Median  annual 

earnings  $7,927     $3,754    $4,414   $2,110 

Percent  of  the  work 
force  earning  less 
than  $7,000         40.2%      87.07.     63.1%    95.4% 

SOURCE:  U.S.  Bureau  of  the  Census,  1970  Census  of  Population, 
Detailed  Characteristics  -  Massachusetts,   Final 
Report  PC  (1)  -  D23,  U.S.  G.P.O.,  1972,  table  188. 

Includes  gasoline  service  stations,  eating  and  drinking  places, 
souveniers  and  gifts,  hotels  and  lodging  places,  laundering,  clean- 
ing and  other  garment  services,  entertainment  and  recreation. 

We  have  already  learned,  e.g.  from  Barry  Bluestone's  study  of  the  de- 
terminants of  the  monthly  variation  in  Massachusetts  Welfare  caseloads,  that 
the  growth  of  the  low-wage  service  sector  has  forced  a  growing  number  of  peo- 
ple to  turn  to  welfare  as  a  periodic  (or  supplementary)  means  of  support. 
Many  of  those  low-wage  jobs  identified  by  Bluestone  are  part  of  the  tourist 
industry.   Thus,  when  the  state  invests  in  the  expansion  of  tourism  (in  the 
absence  of  the  provision  of  better-paying  permanent  jobs  for  those  adults  who 
need  them)  the  state  is  actually  supporting  the  secondary  labor  market — with 
all  the  consequences  that  follow  from  that. 
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Professor  Peter  Doeringer  observes  that  Massachusetts  is  still  known  for 
the  high  quality-skills  and  general  education — of  its  labor  force.   To  encour- 
age the  expansion  of  businesses  which  neither  use  these  skills  and  abilities 
nor  promote  their  development  among  presently  unskilled  employees  is  to  use 
public  policy  to  support  the  erosion  of  the  very  aspect  of  the  economy  which 
is  perhaps  the  most  attractive  to  outsiders! 

Lt.  Governor  Donald  Dwight  has  written:  "It  is  vital  that  the  new  jobs 
generated  be  the  right  jobs--jobs  that  will  utilize  the  skills  now  in  over- 
supply  among  our  labor  force,  jobs  that  will  take  Massachusetts  men  and 
women  off  the  unemployment  rolls."    At  first  blush,  it  seems  impossible  to 
disagree  with  thisB   But  the  long-term  consequences  of  creating  even  more 
low-wage,  unstable  jobs  would  be  to  freeze  the  ikill  level  of  the  local 
labor  force,  and — by  continuing  the  incidence  of  low  wage  payments --thereby 
to  continue  to  contribute  to  expensive  social  distress. 

Job  creation  in  the  public  sector 

In  July  1971,  President  Nixon  signed  the  Emergency  Employment  Act, 
which  subsequently  made  over  $2  billion  available  to  state  and  local  govern- 
ments to  directly  hire  local  workers  to  produce  and  distribute  public  services 

of  all  kinds.  This  was  the  largest  public  sector  job  creation  effort  since  the 

16 
WPA  program  of  the  1930' s. 

Since  August  of  1971,  the  Office  of  the  Secretary  of  Manpower  Affairs 

has  administered  an  EEA-supported  Public  Employment  Program  for  Massachusetts 

(several  large  cities  in  the  State  have  operated  their  own  programs  as 


Boston  Globe,  October  27,  1973,  p.  6. 


For  a  history  of  the  legislation  culminating  in  the  EEA,and  an  analysis 
of  the  design  of  public  job  creation  programs,  see  Harold  L.  Sheppard, 
Bennett  Harrison,  and  William  J.  Spring,  eds,  The  Political  Economy  of 
Public  Service  Employment  (Lexington,  Mass.:  Heath-Lexington  Books,  1972). 
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well).    The  state  program  has  employed  almost  7,000  persons,  including  nearly 
2,400  Viet  Nam  Veterans,   627.  of  the  participants  were  placed  in  (or  found) 
permanent  jobs,  while  277.  went  on  to  further  training  education  or  military 
service.   The  federal  government  provided  a  grant  of  $48  million  to  finance  the 

program;  the  Massachusetts  legislature  voted  a  $25,000  appropriation  for 

18 
administrative  expenses. 

The  program  was  operated  in  accordance  with  the  Congressional  objectives 
of  providing  jobs  for  the  unemployed,  with  special  preference  for  Viet  Nam 
veterans  and  the  disadvantaged.   The  very  small  scale  of  the  project  precluded 
experimentation  with  other  objectives,  such  as  using  public  employment  to  ease 
the  shock  and  dislocation  caused  by  the  military  base  closings,  or  providing 
public  jobs  for  workers  displaced  by  the  withdrawal  of  state  support  from 
low-wage  secondary  labor  market  businesses. 

Two  bills  were  introduced  in  the  state  legislature  in  1974,  seeking  to 
create  a  Massachusetts-funded  public  employment  program.   One  bill,  Senate 
92  (1974),  proposes  a  token  authorization  in  the  neighborhood  of  $2  million 
per  year.  Senate  810  (1974),  submitted  by  Senators  Jack  Backman,  Allan 
McKinnon  and  Ronald  MacKenzie,  would  appropriate  $20  million  per  year.   Both 
have  been  "referred  back  to  study,"  i.e.  tabled  for  the  rest  of  the  present 
session. 

Manpower  training 

The  Division  of  Employment  Security  operates  a  great  variety  of  placement 
and  training  services.  A  complete  analysis  and  critique  of  these  activities 


17 

For  an  evaluation  of  the  state  program,  see  Michael  Gwin  and  Leonard  J. 

Hausman,  "Summary  Report:  Massachusetts,"  in  Emergency  Employment  Act, 

op.cit.  The  Boston  program  is  evaluated  (and  compared  with  the  Los 

Angeles  program)  in  Michael  S.  Bernick,  "The  Public  Employment  Program 

in  Los  Angeles  and  Boston:  Job  Creation  as  a  Manpower  Strategy,"  Dept. 

of  Government  Honors  Thesis,  Harvard  University,  March  1974. 

18 

The  Budget  in  English,  op.cit.,  p.  134. 
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would  require  a  separate  report  of  its  own.  A  few  remarks  are  warranted  here. 

In  the  Simon-Knisely  interviews  described  earlier,  we  encountered  wide- 
spread criticism  of  the  "Employment  Service"  by  Massachusetts  employers .   This 
criticism  is  not  unique;  throughout  the  country,  the  state  Employment  Services 
have  come  to  be  thought  of  by  employers  as  a  source  of  supply  of  what  we  have 
been  calling  "secondary"  labor.   The  Urban  Coalition  estimates  that  over  sixty 
percent  of  nonagricultural  Employment  Service  job  placements  across  the 
country  in  1969  were  into  jobs  paying  less  than  $1.60  per  hour — the  "minimum" 

wage  at  that  timeB   This  is  an  image  which  the  Employment  Service  has  found 

19 
difficult  to  discard. 

While  many  secondary  labor  market  employers  continue  to  use  the  services 
of  DES,  the  existence  of  "surplus"  secondary  labor — the  large  number  of  un- 
skilled people  ready  and  able  to  work--means  that  employers  can  usually  obtain 
such  labor  without  state  assistance.  At  the  same  time,   primary  employers 
report  chronic  shortages  of  certain  skills  in  the  state,  e.g.  instrument 
technicians  and  machinists.   One  very  large  company  reports  a  demand  for  over 
4,000  skilled  workers  over  the  next  five  years,  3,000  for  one  plant  alone. 
According  to  the  company's  executives,  DES  has  been  of  no  help  in  supplying 
this  demand,  and  state  vocational  education  institutions  are  likely  to  meet 
no  more  than  157.  of  the  need.  As  a  result,  the  company  has  actually  been 

recruiting  machinists  and  other  skilled  workers  from  as  far  away  as  Great 

„  •   •  .20 
Britain; 


19  Cf.  Bennett  Harrison,  Education,  Training  and  the  Urban  Ghetto  (Baltimore: 
The  Johns  Hopkins  Press,  1972)  pp.  147-150. 
0  This  company  has  been  engaged  in  limited  cooperative  work-study  programs, 
under  which  company  technicians  enter  the  local  vocational  education 
schools  to  teach  courses  and  recruit  students  for  future  employment.   Teach- 
er union  opposition  and  inadequate  state  funding  have  been  suggested  as  the 
reasons  why  these  apparently  successful  experiments  have  not  been  expanded. 
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Thus,  it  appears  that  --  to  a  substantial  degree  --  DES  services  are 
superfluous  for  secondary  labor  market  employers  and  inadequate  for  primary 
labor  market  employers,, 

The  inadequacy  of  Massachusetts  training  programs  carries  over  to  the 
private  sector,  proving  that  the  problem  is  not  (as  some  cynics  have  suggested) 
the  "inevitable  ineffectiveness  of  public  bureaucracies . "  For  example, many 
of  the  businessmen  interviewed  in  the  course  of  this  project  called  our 
attention  to  the  poor  quality  of  the  state's  private  vocational  education 
system0  A  recent  series  of  Globe  articles  focused  on  the  private  vocational 
educational  schools,  such  as  those  run  by  I  T  &  T  and  Bell  and  Howell,  and 
revealed  practices  that  ranged  from  rank  consumer  deception  (e.g.  lying  to 
prospective  students  about  their  placement  chances)  to  outright  violations 

of  law  (e.g.  distributing  illegal  advertising,  taking  tuition  funds  without 

21 
rendering  the  promised  services). 

This  is  an  immense  subject,  beyond  the  capacity  of  the  present  report 
to  examine  in  detail  at  this  time.   There  is,  however,  no  doubt  that  a  good 
"vocational  educational"  system  belongs  in  the  economic  development/manpower 
planning  policy  mix,  and  should  receive  substantial  attention  from  the 
state.   Current  attitudes  about  vocational  education  graduates  as  being 
inferior  to  college  graduates—attitudes  held  not  only  by  the  general  popula- 
tion (including  the  parents  of  vocational  education  students,  or  "dummies" 
as  one  I  T  &  T  trainer  called  them)  but  by  the  vocational  education  students  and 
graduates  themselves--must  be  changed.   This  will  require  consumer  education 
and  political  leadership  from  the  highest  officers  of  the  Commonwealth,  but 
most  of  all  it  will  require  an  improvement  in  the  quality  of  the  jobs  into 
which  the  state's  "voc  ed"  graduates  are  placed. 


21 

Boston  Globe,  "Spotlight  Report  on  Vocational  Education  in  Massachusetts", 

March  26-April  3,  1974. 
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New  enterprise  development 

The  Commonwealth  is  involved  to  a  very  limited  extent  in  the  capitalizing 
of  new  productive  industrial  or  commercial  job-creating  enterprise. 

Various  capital  institutions  exist,  created  by  state  legislation,  which 
provide  loans  or  loan  guarantees  to  local  economic  developers,  who  in  turn 
finance  new  businesses  (in  some  cases,  the  revenue  bonds  issued  by  these 
entities  must  be  approved  by  the  Offices  of  Manpower  Affairs  or  Communities 
and  Development).   In  Chap,  III  of  this  Report,  we  examined  the  activities  of 
some  of  these  institutions,  e.g„  Economic  Development  and  Industrial  Corpora- 
tions (the  Massachusetts  Business  Development  Corporation  is  an  entirely 
independent  private  organization  whose  activities  are  similar  to  those  of 
the  IDFA's  and  EDIC's)0   There,  we  stated  the  conclusion  that  the  lending  be- 
havior of  all  these  entities  has  been  extremely  conservative,  as  reflected 

in  the  limited  number  of  businesses  assisted,  the  lack  of  diversity  of  activi- 

22- 

ties  supported,  and  the  relatively  high  dividends  paid  to  bondholders.   ' 

The  Commonwealth  also  funds  the  Massachusetts  Science  and  Technology 
Foundation  (MSTF) ,  a  quasi-independent  entity  nominally  lodged  in  the 
Department  of  Commerce  and  Development.   It  is  well-known  that  the  Massachu- 
setts education/research  complex  generates  new  inventions,  new  technological  pro- 
cesses, new  and  more  efficient  ways  of  organizing  production.   Many  small 
companies  (and  occasionally,  some  rather  large  ones  as  well)  are  formed  around 
the  translation  of  these  inventions  into  innovations — new  "high  technology" 
products.   Such  firms,  because  they  tend  to  be  capital  intensive  and  relatively 
small,  do  not  create  many  new  jobs,  especially  for  the  nonskilled.   But  they 
do  contribute  to  the  tax  base,  they  do  provide  work  for--and  are  therefore 
attractive  to--upper  income  professionals  who  settle  near  such  firms,  and  they 

contribute  to  local  income  and  property  taxes. 

'  In  his  review  of  state  credit  corporations  in  other  states,  Bridges  observes 
that  "stockholders,  typically,  neither  expect  nor  receive  more  than  token 
dividends."  Bridges,  "State  and  Local  Inducements  for  Industry,"  op.cit.,p.9. 
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Although  we  could  find  no  data  to  document  the  assertion,  many  knowledge- 
able people  argue  that  the  majority  of  "spinoffs"  from  the  Massachusetts-based 
R&D  complex  leave  the  state  and  set  up  business  elsewhere.   Often,  these 
are  new  companies  developed  by  graduates  of  MIT,  Harvard,  or  other  schools  in 
the  Bay  State,   Also,  many  new  inventions  "sprouted"  in  the  laboratories  and 
workshops  of  the  education/R  &  D  complex  do  not  become  commercial  innovations 
because  "connections"  never  get  made,  i.e.  because  of  inadequate  dif-*"  u  ,ion  of 
technical  information,, 

MSTF  was  created  in  1969  in  order  to  provide  these  information  diffusion 
and  technical  assistance  functions.   It  maintains  a  data  bank  on  inventions, 
patents,  processes,  etc.  MSTF's  federally- financed  Technology  Exchange 
functions  as  a  non-profit  clearinghouse  for  the  matching  of  process  and 
product  concepts  with  commercial  product  developers.   MSTF  also  provides 
marketing  assistance  and  liaison  with  the  venture  capital  industry. 

Although  MSTF  is  partially  funded  out  of  state  revenues,  we  were  unable 
to  find  any  quantitative  evaluation  of  its  performance  in  state  records.   The 
Director  of  MSTF,  Dr.  John  P.  Silvers,  has  undertaken  such  an  evaluation.   Based 
upon  contacts  made  and  contracts  signed  by  April  1974,  projected  jobs  "created 
or  saved"  in  "start-ups"  or  "refinanced  businesses"  by  1975  will  total  1,260; 
projected  sales  of  the  17  enterprises  involved  will  total  $16.6  million.  As- 
suming an  average  wage  of  $10,000  per  year  and  an  income  multiplier  of  2.5j  Sil- 
vers projects  a  gross  impact  of  (1260  x  $10,000  x  2.5  =)  $315  million.   MSTF 
costs  on  a  per-job  basis  ranged  from  $160  to  $700.   Even  at  the  high  end  of  this 
range,  costs  would  be  only  $882,000.   The  implication  is  that  MSTF  has  been 
an  exceedingly  cost-effective  operation  ("Note  that  no  credit  has  been  taken 
for  the  enormous  volume  of  information  retrieval,  technical  evaluation,  one- 
time advice  and  consultation,  and  graduate  school  educational  benefits. . .Boston 
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College  is  planning  one  entire  course  devoted  only  to  (Technology  Exchange) 

23 
casework") o 

This  is,  of  course,  an  inflated  estimate.   The  creation  of  these  busi- 
nesses and  jobs  involved  very  substantial  "hard"  investments  by  the  entrepren- 
eurs, banks,  venture  capital  firms  and  other  entities  which  Silvers  fails  to 
count  as  costs.   Moreover,  profit  income  was  not  included  in  the  estimation  of 
benefits;  since  high-risk  ventures  usually  take  several  years  to  oreak-even, 
this  profit  stream  in  the  early  years  almost  surely  involves  losses .   There- 
fore, Silvers'  estimate  of  the  gross  benefits  is  too  large.   And  so  the  true 
benefits  are  smaller  than  Silvers  claims,  while  the  true  costs  are  much 
larger. 

In  principle,  MSTF  is  performing  a  useful,  if  relatively  limited,  function. 
It  is  limited  because,  at  best,  only  a  minority  of  new  industrial/commercial 
enterprises  at  any  time  will  involve  "new  technologies."  Moreover,  MSTF 
has  (at  least  up  until  now)  provided  its  services  only  to  conventional  (i.e. 
white,  male,  for-profit)  entrepreneurs;  other  economic  developers  (e.g. 
municipal  corporations,  community  development  corporations,  "black  capitalists") 
have  not  been  assisted. 

But  MSTF  is  also  useful;  while  the  phenomenon  is  hard  to  document,  it  does 
seem  that  unsubsidized  private  sector  investment  in  the  diffusion  of  informa- 
tion about  technology  will  always  produce  too  little  (or  too  restricted) 
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MSTF,  The  Massachusetts  Technology  Exchange,  brochure,  no  date  (approxi- 
mately Spring  1974). 
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The  "indivisibility"  of  the  benefits--the  near-impossibility  of  attributing 

part  of  the  wage  and  profit  income  benefits  (or  "output")  to  any  particular 

cost  item  (or  "input") --is  a  major  conceptual  problem  in  all  cost-benefit 

analysis.'  But  attributing  all  (or  most)  of  the  benefits  to  only  one  input 

(MSTF's  technical  assistance)  is  obviously  not  an  appropriate  solution!  Silvers 

also  fails  to  discount  future  returns  to  current  expenditures,  a  procedure  that 

becomes  more  important  the  more  value  one  places  on  present  as  against  future 

(risky)  income  (our  own  analysis  of  the  "Mass  Incentives"  also  failed  to 

discount  future  returns) . 


99. 


information,  since  it  is  often  difficult  for  private  firms  to  appropriate 

25 
all  the  benefits  generated  by  such  investments.     The  activities  of  MSTF 

are  necessary—although  not  suf ficient--to  promoting  this  one  aspect  of 
economic  development  in  Massachusetts. 

MSTF  and  some  members  of  the  business  community  have  taken  the  position 
that  there  is  inadequate  private  venture  capital  for  "new  technology"  enter- 
prise development.   This  has  led  to  the  introduction  of  a  new  bill,  the 
Massachusetts  Technology  Development  Corporation  Act,  which  would  provide  a 
funding  mechanism  for  venture  capital  development  (it  would  also  fund  the 
continued  technical  assistance  activities  of  MSTF).   We  shall  have  much  more 
to  say  about  it  in  Chapter  VI,  where  a  number  of  economic  development  policy 
instruments  are  recommended. 

The  Governor's  Board  of  Economic  Advisors 

The  Board  was  created  by  Legislative  Act  in  1964  "to  make  a  continuing 
study  of  the  economy  of  the  Commonwealth,  to  study  and  report  on  problems 
which  the  Governor  may  present  to  the  Board,  to  serve  as  a  consulting  body 

to  State  Government  for  economic  affairs,  (and)  to  render  an  annual  report  on 

26 
the  state  of  the  economy  to  the  Governor  and  the  General  Court." 

In  Appendix  D,  we  have  undertaken  a  detailed  critique  of  the  activities 
of  the  Board,  as  reflected  in  its  Annual  Reports.   Suffice  to  say  that  the 
Board—partly  because  it  has  never  received  adequate  financial  or  political 
support  (unlike  the  situation  in  several  other  states  like  New  Jersey),  but 
also  partly  because  so  few  economists  or  other  social  scientists  have  held 
appointments  on  its  staff— has  played  an  insignificant  role  in  promoting 
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This  is  a  standard  theorem  in  "Welfare  Economics."  Cf.  Francis  M.  Bator, 

The  Question  of  Government  Spending  (N.Y.:  Collier  Books,  1960). 
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Board  of  Economic  Advisors,  Annual  Report:  1974,  State  of  Massachusetts, 

1974,  p.  2. 
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economic  development  in  Massachusetts.   Its  own  analyses  of  the  economy  are 
superficial  (and  technically  sophomoric),  its  preference  for  inviting  private 
sector  executives  or  technicians  to  "contribute"  papers  to  the  Reports  seems 
inconsistent  with  the  Legislative  intention  to  develop  a  "public"  view  of  the 
economy,  its  economic  projections  are  presented  without  any  technical  documen- 
tation to  allow  the  reader  to  judge  their  reliability  or  usefulness,  and  its 
policy  recommendations  range  from  trivial  to  self-serving  (most  of  the  Board 
members  have  been  business-persons)  to  technically  inadequate. 

In  its  Reports,  and  in  the  occasional  speeches  of  its  Chairpersons,  the 
Board  shows  little  interest  in  a  major  economic  development  effort  for  the 
Commonwealth.   In  fact,  our  own  Report,  authorized  by  the  Joint  Commerce  and 
Labor  Committee,  should  properly  have  been  undertaken  years  ago  by  the 
Board  of  Ecnomic  Advisors! 

If  some  other  agency  within  the  state  government  were  adequately  per- 
forming the  functions  of  providing  a  comprehensive  economic  analysis  of  the 
Commonwealth  and  its  programs,  it  would  be  easy  to  dismiss  the  Board  as 
superfluous  and  recommend  its  termination.   But  no  other  agency  is_  meeting 
this  important  need  (although  Manpower  Affairs  Secretary  Newman  is  attempting 
to  develop  part  of  such  a  capability  "in-house").  Massachusetts  needs  this 
kind  of  agency  very  badly. 

Conclusion:  Plans  for  FY  1975 

In  the  year  and  a  half  since  the  Department  of  Commerce  and  Development 
was  transferred  from  the  Office  of  Communities  and  Development  to  the  Office 
of  Manpower  Affairs,  Manpower  Secretary  Newman  and  DCD  Commissioner  Fred 
Centanni  have  in  fact  introduced  a  number  of  innovative  programs  and  plans 
which  augur  well  for  the  promotion  of  state  economic  development.   They  also 
continue  to  promote  policies  which  we  have  criticized  in  this  Report. 
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The  new  FY  75  budget  of  the  Office  of  Manpower  Affairs  contains  the 

following  examples  of  the  Office's  approaches: 

An  overseas  trade  office  will  be  established  to  (promote) 
Massachusetts  exports  and  (attract)  foreign  investment 
into  the  Commonwealth. 

Another  office  will  open  in  Washington  to  assist  Massachusetts 
firms  in  obtaining  federal  contracts,  and  pursuant  to  recently 
passed  legislation,  an  Office  of  Small  Business  Assistance  will 
provide  expert  advice  and  technical  assistance. . .The  budget 
also  recommends  funds  to  enable  the  Division  of  Employ  nent  Security 
to  initiate  a  program  to  aid  businesses  in. .. training. ..  j^  j 
restructuring  and  other  improvements  in  industry  personnel  practices. 

...a  major  thrust  of  the  Secretary's  Office  in  FY  75  will  be  the 
establishment  of.. .an  information  system  as  a  basis  for  economic 
planning. . .The  Department  of  Commerce  and  Development. . .provides 
individualized  services  to  Massachusetts  companies.   These  ser- 
vices include  help  in  locating  financing,  identification  of  ap- 
propriate sites  for  expansion,  help  with  marketing,  engineering 
or  production  problems,  aid  in  the  establishment  of  new  ventures... 
a  vigorous  campaign  to  educate  Massachusetts  industry  to  export 
possibilities. . .seeking  out  particular  kinds  of  industries  to 
exploit  potential  markets  in  Massachusetts.  Much  of  what  is  consumed 
in  the  Commonwealth  originates  in  other  states,  even  though  the 
demand  here  for  a  particular  product  is  sufficient  to  warrant  the 
establishment  of  a  manufacturing  capacity  within  the  state.   The 
Department  is  undertaking  to  identify  these  markets  and  attract 
the  appropriate  firms... the  Department  is  vigorously  promoting  the 
development  of  new  products  in  Massachusetts  and,  more  importantly, 
ensuring  their  manufacture  in  Massachusetts  plants. . .Other  aids  to 
the  expansion  of  business  in  Massachusetts  include  industrial 
promotion,  advertising  and  municipal  industrial  revenue  bonding... 
The  Department  conducts  a  vigorous  program  of  tourism  promotion, 
advertising  and  information. 

...A  major  effort  has  been  undertaken  to  improve  communications 
between  the  Division  (of  Employment  Security)  and  Massachusetts 
employers. . .a  substantially  increased  number  of  contacts  have 
been  made  with  individual  employers  who  requested  technical 
assistance  in  analyzing  a  wide  range  of  manpower  problems  such 
as  skill  shortages,  excessive  employee  turnover,  recruitment  of 
minority  workers  and  inadequate  pay  and  fringe  benefit  packages. 

The  FY  75  budget  recommends  that  $1.5  million  be  provided  to  the 
Division  to  establish  a  state-funded  Technical  Assistance  Program 
for  employers. 

...one  of  the  main  complaints  of  Massachusetts  employers  is  that 
they  have  trouble  finding  additional  worker s--at  the  same  time 
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that  their  unemployment  compensation  taxes  are  at  a  rate  higher 
than  those  which  prevail  in  most  other  states.   In  some  cases, 
this  difficulty. . .is  a  result  of  the  company's  own  personnel 
policies.   For  such  companies,  the  Department  will  develop  a  staff 
of  expert  personnel  and  job  counselors  to  aid  in  restructuring 
jobs,  developing  career  ladders,  setting  up  in-plant  training 
programs. 

Given  the  magnitude  of  the  problems  besetting  the  economy  of  Massachusetts, 
these  measures  will  simply  not  be  enough.   Some  should  be  expanded.   Some 
should  be  revised  and  integrated  into  a  comprehensive  planned  "package"  of 
activities.   Some  should  be  de-emphasized  and  perhaps  eliminated  altogether. 
Most  important,  there  are  a  host  of  sensible  approaches  which  aren't  mentioned 
at  all. 

The  conclusion  is  inescapable  that  the  Commonwealth  has  not  done  enough 
about  economic  development,  and  much  of  what  it  has  done  has  at  best  been 
inefficacious  and  at  worst  counterproductive. 
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The  Budget  in  English,  op  cit.,  pp.  133-139. 
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V.  What  Should  the  Commonwealth  Be  Doing  to  Promote 
Economic  Development? 

The  foregoing  analysis  of  the  Massachusetts  economy  is  by  no  means  com- 
plete.  Much  more  can  and  should  be  done  to  develop  more  precise  descriptions  of 
the  structure  of  the  economy,  to  test  out  the  hypothesis  of  labor  market  dual- 
ity, etc.   The  controversial  conclusion  that  tax  incentives  do  not  significantly 
affect  the  production  (and  related  hiring)  decisions  of  private  firms  should 
be  subjected  to  critical  evaluation  by  other  economists  (and  business  persons), 
and  the  analysis  extended  explicitly  to  other  components  of  the  "Mass  Incen- 
tives" package. 

Still,  we  think  that  enough  has  been  learned  to  permit  at  least  the 
outlining  of  a  comprehensive  program  of  state  economic  development.   The 
remainder  of  this  Report  should  be  treated  as  an  agenda  for  further  research 
and  public  discussion.   It  would  be  very  difficult  --  and  rather  premature  -- 
to  specify  a  detailed  legislative  package,  with  associated  costs.   Every 
element  of  this  proposed  agenda  should  be  questioned  (just  as  every  existing 
policy  of  the  state  shiuld  be  questioned). 

With  these  qualifications,  we  propose  that  the  legislature  and  the 
executive  branch  give  careful  consideration  to  a  six-part  economic  develop- 
ment program  consisting  of:  . 

1.  the  stimulation  of  the  local  sales  of  (and  therefore  the  derived 
demand  for  labor  by)  Massachusetts  producers  in  the  primary  labor 
market:  existing  private  firms,  new  private  or  quasi-public  en- 
terprises, and  state  and  local  government  agencies  themselves. 
The  main  priority  should  be  given  to  public  investment  in  (and 
possibly  ownership  of)  transportation,  power,  and  other  "infra- 
structure". 

2.  the  stimulation  of  the  export  sales  of  (and  therefore  the  derived 
demand  for  labor  by)  primary  labor  market  producers  of  goods  and 
services. 
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3.  the  upgrading  and  transformation  of  at  least  some  low-wage  secondary 
labor  market  jobs,  to  enable  firms  to  pay  higher  wages  and 

offer  better  working  conditions . 

4.  more  tightly  planned,  coordinated  and  visible  manpower  training 
and  equal  employment  opportunity  programs , 

5.  the  maximum  feasible  substitution  of  locally  produced  for  imported 
goods  and  services,  and  an  increase  in  the  share  of  capital  invest- 
ments of  Massachusetts-based  private  capital  institutions  actually 
placed  in  Massachusetts. 

6„    the  continued  modest  recruitment  of  national  and  foreign  firms  in- 
terested in  building  plants  in  Massachusetts,  largely  throu,   person- 
al contacts  by  state  officials  and  through  maintenance  of  a  resi- 
dential environment  attractive  to  the  families  of  company  executives. 

Each  of  the  elements  of  this  proposed  program  will  now  be  discussed 

in  turn. 

Stimulation  of  the  sales  of  producers  in  the  primary  labor  market 

In  using  its  very  considerable  powers  to  purchase  (or  to  promote  the 
purchase  by  others  of)  the  goods  and  services  produced  in  Massachusetts,  the 
state  government  should  minimize  its  support  of  what  we  have  called  the 
"secondary  labor  market"  in  the  Commonwealth.   To  the  maximum  feasible  ex- 
tent, the  government  should  promote  the  expansion  of  the  "primary  labor 
market",  and  ensure  that  all  of  the  state's  workers  --  blacks,  Spanish- 
speaking,  and  women  as  well  as  white  adult  males  --  have  access  to  the  new 
jobs  created  in  that  sector  of  the  economy. 

Three  kinds  of  "primary"-oriented  employers  should  receive  priority. 
The  first  is  existing  private  firms  paying  non-poverty  wages  (e.g.  at  least 
$3.00-$3.25/hour  entry  level,  with  the  proportion  of  jobs  below  $4.50  at  a 
minimum  ) ,  and  offering  workers  the  opportunity  for  skill  development  on  the 
job  and  systematic  internal  mobility. 


1  Again  it  must  be  emphasized  that  these  recommendations  are  provisional  and  are 
offered  in  order  to  get  the  debate  underway.  $4.50  represents  the  hourly  equiva- 
lent of  the  lower  level  ("minimum  adequate")  $8,988  budget  for  a  Boston  family 
of  four  with  one  full-time-equivalent  worker  in  the  autumn  of  1973,  as  deter- 
mined by  the  Bureau  of  Labor  Statistics.  The  average  figure  for  the  state  as 
a  whole  (if  such  were  available)  would  probably  be  a  bit  less.  Bureau  of  Labor 
Statistics,  U.S.  Dept.  of  Labor,  New  England  Regional  Office,  News  Release, 
Bo-I-74-06-187,  1974,  Table  III. 
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The  second  is  private  or  quasi-public  (e.g.  community-based)  new  enterprises, 
either  individually  or  collectively  owned  or  operated,  providing  they  are  pre- 
pared to  meet  the  minimum  wage  constraint,,   The  important  social  objectives 
of  distributive  justice  (equity)  and  wider  participation  in  economic  affairs 
can  be  addressed  by  giving  state  support  to  new  minority  enterprises,  entre- 
preneurs (of  all  races)  seeking  the  resources  with  which  to  translate  new 
inventions  or  production  processes  into  so-called  "new  technology"  pr  -    acts, 
and  community  or  municipal  development  corporations  directly  operating 
(or  "packaging")  new  enterprises,,   Where  such  new  producers  pay  low  wages  and 
provide  little  opportunity  for  internal  job  mobility,  a  trade-off  emerges  be- 
tween the  equity  goal  and  the  goal  of  restructuring  the  Massachusetts  economy 
to  reduce  the  size  of  the  secondary  labor  market.   The  state  can  "buy"  a 
variety  of  different  "mixes"  of  "piece-of-the-action"  equity  and  restruc- 
turing: like  any  other  economic  policy  tradeoff,  this  involves  value  --  that 
is  to  say,  political  --  judgments.   It  is  our  personal  value  judgment  that 
the  goal  of  economic  restructuring  ought  to  be  given  the  greatest  weight. 
This  implies  that  minority  (or  "new  technology"  or  community-based) 
enterprise  developers  should  be  charged  with  preparing  plans  that  build  non- 
poverty  wages ,  mobility  and  internal  training  into  their  funding  proposals. 

The  third  type  of  "primary"-oriented  employer  is  the  public  sector 
itself:  state  and  local  government  agencies  in  Massachusetts.   In  1969,  when  the 
B.L.S,  lower  level  family  budget  was  about  $7,000,  617.  of  the  state's  private 
sector  employees  earned  less  than  this  amount,  but  only  387,  of  the  public 

sector  employees  earned  below  that  level  (for  males  only,  the  figures  were 

2 
417,  and  247,  respectively).   In  other  dimensions  as  well  as  relative  earnings  -- 


U.S.  Bureau  of  the  Census,  Census  of  Population:  1970,  Detailed  Characteris- 
tics-Mass,, Final  Report  PC  (1)-D23,  U.S.G.P.O.,  1972,  table  177.  Actually, 
the  figures  reported  here  include  federal  employees  located  in  Massachusetts, 
Data  on  the  distribution  of  public  employees  among  federal,  state  and  local 
governments  within  the  Commonwealth  are  unavailable.  Nationally,  about  a 
quarter  of  all  public  employees  work  in  federal  agencies. 
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in  terms  of  internal  labor  market  structure,  the  availability  of  fringe  benefits 
and  on-the-job  training,  the  prospects  for  upward  mobility  and  the  provision  of 

job  security  (tenure)  --  public  service  employment  no«  offers  generally  better 

3 
work  conditions  than  private  employment  across  most  of  the  United  States.   ln 

Massachusetts  (as  elsewhere),  state  and  local  workers  produce  and  deliver  an 
enormous  range  of  useful  services,  from  police  and  fire  protection  to  building 
maintenance,  truck  driving,  teaching  and  nursing. 

What  should  these  priority  producers  be  encouraged  to  produce;   What 
outputs  does  the  state  need  most?  People  in  the  Commonwealth  are  now  aware 
of  our  precarious  position  in  terms  of  the  availability  of  high  quality, 
moderately-priced  power  and  transportation,  both  absolutely  and  relative  to 
other  states.   The  U.S.  Department  of  Transportation  is  currently  considering 
permitting  the  private  lines  to  close  down  a  number  of  what  are  described 
as  "marginal"  rail  spurs  within  the  Commonwealth,  as  part  of  a  "reorganiza- 
tion" of  the  national  rail  system  that  looks  suspiciously  like  a  contraction 
more  than  anything  else.   Health  costs  in  the  state  have  sky-rocketed,  and 
these  are  becoming  the  fastest-growing  cost  of  doing  private  business  as 
more  and  more  employers  take  on  the  responsibility  for  insuring  the  health 
of  their  workers.   One  business  executive  told  us  that,  at  this  point,  the 
cost  of  power  is  less  important  to  business  than  the  guarantee  of  its  avail- 
ability, so  serious  is  the  potential  shortage. 

Power,  transportation,   and  health  are  examples  of  what  economists 
call  "infrastructure",  or  "social  overhead  capital".  Students  of  economic 
planning  know  that  public  infrastructure  investment  is  crucial  to  making 
direct  job-producing  private  investment  possible.  Yet  the  discussions  about 


3 

Bennett  Harrison  and  Paul  Osterman,  "Public  Employment  and  Urban  Poverty: 

Some  New  Facts  and  a  Policy  Analysis",  Urban  Affairs  Quarterly,  March  1974. 
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state  economic  development  have  until  now  given  relatively  little  consideration 

to  the  problem  of  Massachusetts  infrastructure. 

Professor  Solomon  Barkin  of  the  University  of  Massachusetts-Amherst,  in 

a  letter  to  the  Joint  Committee  on  Commerce  and  Labor,  eloquently  addressed 

this  deficiency  in  the  Legislature  and  Executive's  thinking  about  economic 

development: 

The  present  discussions  [about]  government  reorganization 
relate  primarily. .. to  the  short  term  perspective.   No 
provision  is  made  for  assigning  responsibilities  to  the 
long-term  programs.   The  tools  are  primarily  short-term 
aids.   Some  may  accidentally  produce  long-term  effects, 
but  these  will  be  quite  unintentional.  Moreover,  the 
financial  incentive  programs  are  directed  toward  small 
and  limited  projects  where  private  risk  capital  will  be 
ultimately  enlisted;  again,  there  is  no  provision  for 
thinking  about  major  structural  changes  for  altering  the 
factor  cost  alignments  which  would  favor  the  region.   Pub- 
lic investments,  like  those  for  transportation,  or  harbors, 
etc.,  are  not  visualized  in  the  present  proposals. 

Even  giant  corporations  need  rail  lines  to  ship  their  materials  and  products 

in  and  out  of  their  plants.   For  small  companies,  especially  those  located 

4 
in  the  rural  parts  of  the  state,  these  rail  links  are  vital. 

The  costs  are  so  immense,  and  the  politics  so  complex,  that  one  is 

inclined  to  argue  that  "the  state  can  do  nothing  about  this;  it's  a  national 

problem".   In  fact,  most  of  what  this  Report  is  about  would  be  facilitated 

by  national  economic  planning,  and  in  some  cases,  only  a  national  effort  will 

ultimately  "do  the  job"  (e.g.  the  "nationalization"  of  all  taxes,  with  revenue 

sharing,  would  eliminate  interstate  competition  for  new  plants  based  on  tax 

giveaways  which  have  been  found  to  be  so  socially  expensive  to  the  citizens  of 


By  contrast,  Jim  Howell  of  the  First  National  Bank  would  use  public  (and 
presumably  private  financial)  policy  to  phase  out  those  firms  still  depen- 
dent on  rail  freight,  and  underwrite  the  conversion  to  air,  water,  and  road 
shipment.   In  terms  of  environmental  and  congestion  considerations,  we  think 
the  railroad  mode  is  worth  saving.  In  any  case,  among  the  firms  which  told 
us  that  they  prefer  to  ship  by  rail  are  some  of  the  Commonwealth's  largest 
employers. 
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those  states,  and  replace  it  with  competition  based  on  local  efforts  to  provide 
a  more  attractive  environment  through  public  services,  manpower  training,  and 
infrastructure  development) . 

Still,  we  think  the  Commonwealth  should  consider  joining  with  other  states 
in  the  region  to  create  joint  programs  on  transportation  and  energy  planning, 
with  contracts  let  to  "primary"  firms  for  the  supply  of  system  hardware, 
research  and  development.  According  to  Senate  President  Kevin  Harrington, 
Massachusetts  is  the  only  state  in  the  union  which  is  entirely  dependent 
on  private  energy.  The  energy  shortage  in  our  region  might  be  met  partly  by 
the  creation  of  public  enterprise  in  this  sector.  Governor  Sargent  has 
just  created  a  new  "Public  Energy  Commission",  charged  with  the  responsibility 
for  planning  new  energy  facilities,  to  then  be  turned  over  to  private  enter- 
prise to  operate.   The  creation  of  the  Commission  is  laudable.   But  the 
decision  to  "turn  the  facilities  over  to  private  enterprise"  rather  than 
operating  them  in  the  public  sector  may  be  premature. 

Within  the  state,  priority  should  also  be  given  to  the  purchase  of 
medical  equipment  and  supplies  from  Bay  State  producers.  Various  medical, 
paramedical,  and  information  (e.g.  hospital  record  management)  services  should 
also  be  sought.  Other  infrastructure  areas  include  harbor  development, 
pollution  controls  and  revitalization  of  the  increasingly  overloaded 
telephone  system. 

As  the  old,  traditional  mill-based  industries  of  the  region  decline  due 
to  changes  in  demand  and  new  technological  developments,  some  observers  believe 
that  we  should  actively  seek  out  new  "growth  industries"  to  replace  them.  De- 
velopment strategy  should  be  to  focus  on  these  growth  industries:  nurture 
them,  protect  them  if  necessary  during  "take-off",  and  in  general  give  them 
priority  in  the  deployment  of  the  various  policy  instruments  to  be  described 


109. 


in  Part  VIo   Professor  Barkin  has  been  especially  outspoken  in  recommending  such 

a  strategy. 

In  1970,  DCD  commissioned  Arthur  D.  Little  Inc.  to  explore  a  "growth 

industry"  strategy.   ADL  identified  three  potential  "new  technology"  areas, 

listed  in  table  V.l. 

TABLE  V.l 
Selected  New  Technology  Industries 

1970  Mass.  projected  1975 

Activity  employment  employment 

computer 

peripheral 

equipment  35,000  60,000 

biomedical 

instruments  12-15,000  18-21,000 

pollution 
control 

equipment 2,000 4-  5,000 

SOURCE:  ADL,  Fostering  Industrial  Growth  in  Massachusetts, 

Depto  of  Commerce  and  Development,  1970,  vol.  II,  p.3. 

There  are  unskilled  jobs,  and  some  clerical  positions  as  well,  in  those  new 
industries,  but  they  are  mainly  oriented  toward  the  highly  skilled  technical 
labor  which  was  so  seriously  dislocated  by  the  military  contract  cutbacks. 
In  the  case  of  computer  peripheral  equipment,  Massachusetts  already  has  about 
307o  of  the  U.S.  market.  ADL  suggests  a  number  of  policies  for  implementing 
a  growth  industries  strategy.   These  include:  (1)  vigorous  recruiting  of 
out-of-state  companies  (why  not  encouragement  of  local  groups  to  form  new 
companies  here?),  (2)  mortgage  and  export  tax  subsidies,  (3)  introduction  of 
the  appropriate  equipment  and  information  about  its  use  into  the  state's 
vocational  education  programs,  and  (4)  creation  of  specialized  public  facili- 
ties for  testing  new  equipment,  e.g.  a  computerized  diagnostic  medical  center 
(we  mention  these  as  examples  only;  we  do  not  necessarily  endorse  them). 
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Other  kinds  of  outputs  which  a  state  economic  development  program  should 
emphasize  are  those  for  which,  although  there  is  a  large  demand  here,  there 
are  few  local  producers.   The  Massachusetts  Port  Authority  is  considering 
constructing  a  fish  processing  complex  at  the  old  fish  pier  on  the  Boston 
waterfront.   To  upgrade  the  jobs  in  the  related  fishing  industry,  "Massport 
and  the  New  England  Regional  Commission  have  tentatively  proposed  the  opening 
of  a  school  in  Boston  to  teach  young  men  how  to  be  commercial  fishermen  (why 
just  "young  men"?  -  B.H.)...how  to  fish,  navigate,  finance  and  operate 
modern  boats,  and  where  and  how  to  market  their  product. . .They  have  such 
schools  in  Europe,  and  we  should  have  them  here."-'   (It  is  to  be  hoped  that 
jobs  in  the  processing  plants  too,  will  be  upgraded).   Department  of  Commerce 
and  Development  Commissioner  Centanni  should  be  encouraged  to  institutionalize 
his  efforts  at  identifying  the  intermediate  products  (e.g.  specialized  mach- 
inery) imported  by  Massachusetts  industries,  and  finding  local  firms  which 
could  make  them  instead.   If  such  firms  do  not  now  exist,  this  information 
should  be  widely  disseminated  among  those  involved  in  new  enterprise  develop- 
ment. 

We  have  already  referred  to  the  desirability  of  studying  the  feasibility 
of  public  power.   In  a  predominantly  private  enterprise  economy,  the  idea  that 
the  public  sector  should  itself  produce  goods  and  services  seems  somehow 
strange.   Of  course,  the  more  than  15  million  employees  of  federal,  state, 
and  local  governments  are  engaged  in  productive  economic  activity,  and  no 
one  any  more  seriously  believes  that  this  is  somehow  incompatible  with 
capitalism.   Less  often  discussed,  but  extremely  significant,  are  the  more 
than  7  million  jobs  in  private  industry  that  exist  because  of  government 
purchases  of  everything  from  paper  clips  to  aircraft  carriers. 


Boston  Globe,  May  19,  1974,  p.  40. 
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Another  small  but  important  sector  of  the  economy  is  called  "government 
enterprise".   In  1972,  900,000  federal  and  500,000  state  and  local  employees 
worked  for  public  enterprises  such  as  the  Post  Office,  producing  goods 
and  services,  sometimes  in  competition  with  the  private  sector.   A  bill  is 
now  before  the  national  Congress  that  would  create  a  federal  oil  company,  to 
hold  private  sector  prices  in  line  and  stimulate  greater  exploration  by  the 
increased  competition  it  would  create  for  the  private  companies.   The  European 
countries  have  nationalized  a  number  of  major  industries  without  destroying 
their  basic  capitalist  and  democratic  institutions.   Indeed,  many  analysts 
believe  that  those  economies  have  become  more  resilient  than  our  own,  and  are 
becoming  more  equitable,  precisely  because  they  are  "mixed  economies"  where, 
in  the  words  of  John  Kenneth  Galbraith,  "private  affluence  is  not  allowed 
to  lead  to  public  squalor".   In  North  Dakota,  the  state  is  now  building 
a  publicly-owned  fertilizer  plant,  to  enable  small  farmers  to  reduce  their 
increasingly  expensive  imports.   Here  at  home,  the  state  of  Massachusetts 
recently  announced  its  decision  to  operate  an  automotive  gasoline  station 
facility,  in  order  to  reduce  the  costs  of  fueling  state-operated  vehicles. 
This  is  another  example  of  public  enterprise. 

We  think  that  the  state  should  seriously  examine  whether  or  not  it  -- 
or  local  governments  within  the  Commonwealth  --  should  "get  into  business" 
in  a  limited  way.   One  particular  suggestion  for  further  research  and  dis- 
cussion can  be  suggested  at  this  time.   Commissioner  Centanni  has  created 
what  he  calls  a  "turnkey"  model  of  local  industrial  development.   It  involves 
a  local  developer,  a  "foreign"  investor,  and  DCD.   The  latter  helps  the 
developer  to  locate  a  site,  develop  (or  rehabilitate)  that  site,  get  around 
local  and  state  "red  tape",  procure  scarce  materials  (or  specialized  labor), 


6  U.S.  Dept.  of  Labor,  Manpower  Report  of  the  President,  G.P.O.,  1973,  p.  253. 
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etr.,  after  which  the  developer  sells  the  prepared  property  to  the  "foreign" 
investor,,   Suppose  the  "developer"  in  this  scenario  is_  the  local  government? 
Why  shouldn't  that  government  operate  the  new  industrial  project  itself?   Or, 
at  the  very  least,  maintain  ownership  of  the  developed  property  and  lease 
rather  than  sell  it  outright  to  "foreign"  companies?   Clearly,  this  is  a 
controversial  subject,  and  much  more  analysis  is  needed.   But  the  idea  never- 
theless belongs--we  think--on  a  state  economic  development  agenda. 

Finally,  last  but  most  certainly  not  least,  firms  and  development  cor- 
porations should  be  encouraged  to  increase  the  production  of  housing  in 
the  Commonwealth.   Recently,  Governor  Sargent  created  a  small  brouhaha  by 
submitting  "emergency"  legislation  requesting  a  $13.3  million  appropriation 
for  the  Massachusetts  Housing  Finance  Agency,  sufficient  to  allegedly  pro- 
duce enough  new  housing  starts  to  create  about  11,400  construction  jobs. 
These  are  essentially  primary  labor  market  activities,  and  there  can  be  little 
question  about  the  shortage  of  housing  in  this  (as  in  virtually  every  other) 
state. 


The  controversy  attended  the  Democratic  claim  that  the  funds  had  previously 
been  impounded  and  were  being  released  now  in  response  to  an  opinion  poll 
showing  Sargent  trailing  his  competitors  in  his  race  for  reelection;  and 
in  the  Administration's  claim  that  this  program  (together  with  about  1400 
other  direct  construction  jobs  in  highway  and  industrial  building)  would 
generate  over  20,000  "spin-off"  jobs.  Boston  Globe,  June  26,  1974,  p.  18;  and 
Governor's  Press  Office,  State  House,  Boston,  June  26,  1974,  Release 
#4/JE/60.   The  implied  multiplier  of  2.6  (12,800  direct  jobs  resulting  in  a 
total  of  33,000  jobs  in  all)  is  almost  surely  too  high;  construction  is 
especially  capital-intensive,  so  that  a  dollar  of  expenditure  creates  fewer 
jobs  than  in  many  other  sectors;  and  the  state  (unlike  the  federal  government) 
is  required  by  the  Constitution  to  balance  its  budget;,  so  that  each  expendi- 
ture must  be  offset  by  a  cut  elsewhere  or  a  tax  increase.  All  of  these 
factors  act  to  reduce  the  multiplier  effect. 
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Stimulation  of  "export"  sales 

In  the  previous  section,  products  (or  "outputs")  were  selected  according 
to  criteria  having  to  do  with  the  kinds  of  goods  and  services  needed  here. 

The  state  should  also  promote  the  sales  of  local  goods  and  services  to  house- 
hold, industrial,  and  government  consumers  outside  of  Massachusetts,   For  out- 
puts that  are  literally  transported  outside  of  the  Commonwealth,  attention 
should  be  given  to  selling  to  other  areas  within  New  England,  to  Canada  (es- 
pecially Quebec  and  the  Maritime  Provinces),  to  foreign  countries,  and  to  the 
federal  government,   DCD  has  already  begun  to  organize  an  effort  to  "lobby" 
for  federal  procurement  contracts  on  behalf  of  local  private  companies;  this 
service  should  be  extended  to  minority  businesses,  community  and  municipal 
development  corporations,  both  for-profit  and  not-for-profit. 

The  state  might  promote  licensing  agreements  with  foreign  producers 
provided  they  are  expected  to  result  in  a  net  surplus  of  jobs  for  Massachusetts 
workers.   It  might  also  assist  in  developing  an  export  trade  association  of 
those  Massachusetts  companies  which  are  individually  too  small  to  be  able  to 
afford  overseas  representatives. 

Upgrading  and  transformation  of  low-wage  jobs  in  the  secondary  labor  market 

At  once  the  most  difficult  and  most  important  element  in  a  state  econo- 
mic development  program  will  be  the  gradual  upgrading  of  secondary  labor 
market-type  jobs  in  the  economy.   The  proliferation  of  such  jobs  will,  we 
have  argued,  continually  increase  our  welfare  and  unemployment  insurance 
bills--and  therefore  taxes--and  gradually  deplete  one  of  our  most  valuable 
resources:  the  skills  and  energy  of  our  labor  force. 

Not  all  low-wage,  low-skill,  routine,  "futureless"  jobs  in  Massachusetts 
should  be  interfered  with.   For  example,  summer  sales  jobs  in  owner-operated 
vacation  area  boutiques  and  fast  food  stores  provide  valuable  income  to  students. 
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Small  shop  owners  employing  only  family  and  close  friends  in  a  casual  fashion 
ought  probably  to  be  excluded  from  consideration.   The  list  will  be  difficult 
to  construct,  but  the  attempt  should  be  made.   The  issue  is  whether  or  not 
workers  who  use  their  jobs  to  support  families  (or  to  accumulate  the  resources 
with  which  to  start  families)  are  involved;  if  they  are,  then  there  is  a  prima 
facie  case  for  upgrading,. 

Even  for  those  jobs--and  firms--that  clearly  fall  into  this  category, 
upgrading  exclusively  through  local  or  state  action  may  simply  not  be  possi- 
ble, no  matter  how  obvious  the  needo   For  many  such  jobs,  transformation 
will  undoubtedly  require  a  concerted  national  effort,  involving  a  complete 
redefinition  of  work  and  a  re-examination  of  the  concepts  of  hierarchical 
control  and  division  of  labor.   The  only  remedy  for  some  of  these  jobs  (and 
for  firms  which  "specialize"  in  low-wage  work)  is  probably  to  require  the 
state  to  withdraw  its  implicit  subsidies  from  them,   to  allow  them  to  gradually 
go  out  of  business  (or  be  absorbed  by  larger  companies  capable  of  integrating 
them  into  their  own  "internal  labor  markets"),  and  to  assist  those  workers 
and  employers  who  are  displaced  by  this  painful  but  necessary  process  to  get 
retraining  and  find  more  remunerative  and  otherwise  desirable  work  elsewhere 
(we  will  discuss  the  "cushioning"  of  this  displacement  in  a  few  moments). 

The  "primary-secondary"  distinction--which  is  in  any  case  an  abstraction 


Q 

When  firms  successfully  escape  penalty  for  violating  the  minimum  wage  and 
unemployment  insurance  laws,  and  when  the  state  employment  service  (here, 
the  DES)  continues  to  specialize  in  the  recruiting  and  recycling  of  workers 
for  the  secondary  labor  market,  that  constitutes  implicit  subsidy  to  the 
employers  of  such  workers.  Whether  or  not  this  is  "deliberate"  is  essen- 
tially irrelevant,   cf.  U.S.  Dept.  of  Health,  Education  and  Welfare,  Work 
in  America  (Cambridge:  M.I.T.  Press,  1973);  David  Jenkins,  Job  Power 
(Baltimore:  Penguin,  1974);  and  Peter  B.  Doeringer,  "Explorations  in  Low 
Pay,  Collective  Bargaining,  and  Economic  Mobility",  Kennedy  School  of 
Government,  Harvard  University,  August  1973,  mimeo;  for  a  variety  of  views 
on  the  controversial  subject  of  the  reorganization  of  work. 
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presently  being  refined  by  the  proponents  of  dual  labor  market  theory  —  is 
especially  difficult  to  draw  for  young  workers,.   This  group,  whose  especially 
high  unemployment  rates  have  captured  much  attention  recently,  is  involved  in 
a  dynamic  process  of  job  search  and  adjustment  over  time,,   In  a  new  paper, 

Paul  Osterman  distinguishes  three  stages:  "moritorium",  "exploration",  and 

9 
"settling  down"o    Virtually  all  youths  work  in  secondary  jobs  during  moritorium, 

and  most  during  exploration,,   "Successful"  settling  down  is  finding  and  en- 
tering a  primary  job  at  around  age  25,  after  5-8  years  of  casual  job  attach- 
ment or  more  or  less  deliberate  job  search,   "Unsuccessful"  settling  down 
is  entering  into  a  lifetime  of  stable  secondary  labor  market  attachment,, 
And  then,  of  course,  there  are  those  adults  who  never  settle  down:  the 
perpetually  unstable  "hard-core"  of  the  secondary  labor  market. 

Manpower  planning,  writes  Osterman,  should  promote  the  adjustment 
process  by  providing  suitable  secondary  work  for  the  youngest  workers,  tied 
closely  to  primary  employers  so  that  the  transition  is  likely  to  be  success- 
ful when  these  young  workers  are  ready  (for  those  youth  who  need  stable, 
high-paying  primary  jobs  now,  e.g.  because  of  early  marriages  or  other 
family  responsibilities,  and  for  all  adult  workers,  national  economic  policy 
and  state  economic  development  programs  should  create  enough  demand  for  labor 
in  the  primary  labor  market  --  through  expansion  and  normal  turnover  --  to 
permit  genuine  full  employment  at  decent  wages). 

What  is_  "suitable  secondary  work"?  Osterman  has  identified  a  class  of 
jobs,  often  in  small  subcontracting  or  industrial  service  firms,  such  as 
auto  body  and  machine  shops,  or  electrical  contractors.   These  jobs  provide  in- 
formal training,  and  workers  tend  to  be  young  and  highly  mobile,  especially 


Paul  Osterman,  "The  Youth  Labor  Market",  a  report  prepared  for  the 
New  England  Regional  Office,  U.S.  Dept.  of  Labor,  M.I.T.,  June  1974. 
mimeo . 
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across  companies.  Wages  are  above  the  legal  minimum,  although  seldom  as  high 
as  union  scale,,   Discipline  is  often  slack,  and  entry  is  generally  right  off 
the  streeto   Through  the  subcontracting  system,  these  firms  often  have  loose 
relationships  with  large,  predominantly  primary  employers,  who  often  recruit 
from  these  "minor  league"  companies „ 

Osterman  calls  these  "bridge  jobs"  because  they  do_  provide  skill 
development  and   they  are  connected  to  the  primary  labor  market:  "They 
provide  the  opportunity  for  the  young  worker  to  learn  some  skills, make 
contacts,  and  explore  the  labor  market" „   Relationships  among  workers  and 
even  with  supervisors  and  managers  tend  to  be  informal  and  personal,  as 
elsewhere  in  the  secondary  labor  market.   This  makes  them  especially 
attractive  to  the  new  generation  of  young  workers. 

Osterman  would  use  economic  policy  to  protect  and  even  expand  the 
size  of  this  "transitional  segment"  of  the  economy,  in  order  to  facilitate 
the  work  adjustment  of  young  workers.   But  he  would  reserve  jobs  in  this 
segment  for  the  youth  who  want  them;  policy  planners  should  guard  against 
the  desire  of  some  employers  to  fill  these  jobs  with  involuntarily  under- 
employed adults  (or  youth  needing  permanent,  stable,  high-paying  jobs). 

Nevertheless,  the  state  should  undertake  a  careful  study  to  seek  those 
low-wage  firms  which  can  be  upgraded  within  the  existing  economic  context. 
The  Office  of  Manpower  Affairs  has  already  begun  organizing  a  "technical 
assistance  task  force"  to  help  smaller  businesses  with  job  design,  payroll, 
internal  training  and  other  problems  that  affect  turnover  and  productivity. 
Employers  can  be  helped  to  smooth  their  production--and  therefore  their 
hiring--plans-  through  better  inventory  planning  and  by  exploring  (where 
relevant)  the  expansion  of  off-season  work.  We  shall  have  several 
recommendations  on  this  subject  in  Chapter  VI  of  the  Report*   For  the  present, 
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suffice  to  say  that  the  reorganization  of  personnel  and  production  management 
policies  in  low-wage  firms  makes  good  sense  as  part  of  a  program  of  economic 
development, 

A  complementary  policy  which  the  Commonwealth  should  study  would  entail 
public  assistance  for  the  "affiliation"  of  groups  of  small  firms  into  new 
market  forms ,   These  companies  might  take  on  the  relatively  informal  aspect 
of  trade  associations,  formalize  their  cooperation  by  becoming  "affiliated 
independents",  or  actually  consolidate  their  property  into  fewer,  larger 
firms .   The  second  mode  of  organization  is  especially  interesting, 
"Affiliated  independents"  are  a  form  of  limited  producers'  cooperative, 
in  which  independently-owned  and  operated  businesses  engage  in  joint  pur- 
chasing of  merchandise,  joint  advertising,  and  the  pooling  of  other  overhead 
costs.   Between  1946  and  1972,  the  affiliated  independents  in  the  retail 
grocery  industry  in  the  U.S.  increased  their  share  of  all  retail  stores 
from  23  to  33  percent;  their  share  of  total  retail  grocery  sales  rose  during 
the  same  period  from  29  to  44  percent.    This  success  seems  to  have  been 
built  on  a  combination  of  the  economies  of  large-scale  purchasing  character- 
istic of  the  chains,  and  the  high  motivation  and  flexible  adaptation  to  local 
conditions  characteristic  of  good  independent  entrepreneurs.   Of  course, 
further  research  is  needed  to  separate  out  the  contribution  of  greater 
efficiency  to  this  success,  as  opposed  to  simple  changes  in  consumer  shopping 
habits. 

In  some  cases,  existing  owners  may  want  to  sell  out,  given  the  with- 
drawal of  public  subsidies  for  their  low-wage  operations.   Where  community 
groups,  workers'  associations,  or  municipalities  themselves  express  an 
interest  in  operating  these  facilities  as  public  or  quasi-public  enterprises, 
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the  state  should  be  prepared  to  assist  in  the  transfer  of  title  and  in  the 
financing  of  the  conversion  (provided  the  new  owners  are  prepared  to  meet 
the  wage  and  job  design  objectives  of  which  we  have  been  speaking).  We 
shall  discuss  other  specific  policies  in  Part  VI. 

If  the  Commonwealth  is  to  take  the  lead  in  promoting  the  restructuring 
of  the  economy,  then  it  must  take  responsibility  for  those  who  are  dislocated 
in  the  process.   Displaced  workers  should  be  given  priority  in  placemert 
into  new  jobs  in  the  same  or  nearby  locations „   Just  as  the  civil  service 
now  provides  veterans'  preference  in  filling  public  sector  jobs,  and  (at 
least  in  Boston)  is  considering  a  preference  for  disadvantaged  workers,  so 
the  state  might  consider  a  civil  service  preference  for  workers  dislodged 
from  low-wage  companies  whose  demand  for  labor  falls  because  of  state 
government  policies,,   This  does  not,  of  course,  mean  that  such  workers 
should  be  given  the  civil  service  jobs  already  held  by  others,  but  rather 
that  at  least  some  of  the  vacancies  created  by  normal  turnover  or  expansion 
should  be  earmarked  for  displaced  secondary  labor  market  workers.   Perhaps 
a  share  of  the  state's  public  jobs  to  be  funded  under  the  U.S.  Comprehensive 
Employment  and  Training  Act  of  1973  might  be  reserved  for  such  workers. 
And,  finally,  the  legislature  might  consider  its  own  public  employment 
creation  bill  in  this  context,  e.g.  the  bill  proposed  by  Senators  Jack 
Backman  and  Allan  McKinnon  (more  on  this  later).   Similarly,  the  state 
should  provide  retraining  and  other  support  for  the  businessman  whom  such 
policy  would  dislocate.   Manpower  training  (and  retraining)  funds  could 
also  be  used  to  help  prepare  for  and  "cushion"  dislocation. 

As  noted  earlier,  one  of  the  state's  largest  low-wage  industries  is 
tourism.  It  offers  the  advantage  of  willingness  to  hire  people  who  tend 
to  be  hard-to-employ  in  other  sectors,  e.g.  women,  young  workers,  minorities, 
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and  those  who  wish  to  work  part-time  or  part-year,,   This  industry,  too,  should 
be  upgraded.,  but  very  gradually;  it  is  an  important  source  of  export  income  and 
jobs  for  the  economy,,   But  it  is  also  an  inadequate  substitute  for  industrial 
and  more  stable  service  jobs;  the  shift  from  industrial  to  tourism  and  other 
low-wage  low-skilled  unstable  jobs  has  increased  welfare  dependency  in 
the  Commonwealth, 

Finally,  Peter  Doeringer  and  others  have  shown  that  the  unicnization  of 
an  enterprise,  industry,  or  sector  tends  to  promote  (or  reinforce  pre-existing) 
"primary"  modes  of  work  organization.   It  is  probably  politically  infeasible 
for  the  state  to  actively  encourage  unionization  where  it  does  not  now  exist, 
but  it  should  certainly  do  nothing  to  deter  it,  if  upgrading  of  low-wage 
jobs  is  truly  a  desideratum,  as  we  have  been  arguing,, 

Manpower  training  and  equal  employment  opportunity 

The  previous  policy  recommendations  have  sometimes  been  unorthodox, 
involving  approaches  seldom  tried  in  the  United  States  (at  least  as  a  con- 
scious matter  of  public  policy). 

With  respect  to  manpower  and  anti-discrimination  policy,  innovation  is 
less  important.   The  ingredients  of  an  appropriate  policy  mix  to  undergird 
an  economic  development  program  are  well-known:  work-study,  vocational  and 
on-the-job  training;  more  efficient  job  placement;  and  vigorous  enforcement 
of  sanctions  against  employers  who  discriminate  against  anyone  on  the  basis 
of  race,  sex  or  class,  or  who  use  invalid  educational  credentials  or  test 
scores  as  selection  devices,  thereby  de  facto  discriminating  against  those 
who  tend  to  lack  such  credentials  (or  passing  scores)  because  of  past 
discrimination  in  education. 

Some  of  these  activities  may  be  more  important  than  others,  and  some 
areas  should  perhaps  receive  greater  emphasis.   For  example,  the  state  has 
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allegedly  had  some  success  with  its  (very  limited)  experiments  in  cooperative 
work-study  training,  in  which  large  firms  like  General  Electric  and  DEC  send 
their  own  people  into  the  vocational  high  schools  to  conduct  training  programs, 
with  some  of  the  students  going  directly  to  work  for  these  companies  after 
graduation   Since  the  large  firms  can't  absorb  all  the  graduates,  smaller 
firms  in  related  fields  receive  the  spillover  of  "free"  trained  labor,,   If 
this  model  is  to  be  extended,  the  state  will  have  to  bring  interested  companies 
together  with  the  teachers'  unions,  to  negotiate  arrangements  that  are  mutually 
satisfactory,, 

Another  area  of  concern  is  the  continued  inability  of  DES  to  place  sig- 
nificant numbers  of  people  into  jobs  in  the  primary  labor  market.   Part  of 
the  problem  has  to  do  with  the  listing  of  company  vacancies  in  DES1  files- 
In  theory,  there  is  every  reason  to  expect  that  every  company  in  the  state 
would  want  to  list  its  job  vacancies  with  the  Division  of  Employment  Security. 
After  all,  their  placement  service  is  "free"  (or,  to  be  more  precise,  it 
has  a  zero  marginal  user  cost  to  the  business  sector,  being  financed  out  of 
general  revenue).  Yet  last  year,  according  to  former  Director  Richard 
Gilliland,  only  an  estimated  207.  of  the  vacancies  that  appeared  in  the  state 
were  listed  with  DES.   This  is  consistent  with  the  record  of  the  employment 
services  as  a  whole  throughout  the  country.  Which  companies  don't  report 
vacancies  to  DES?  In  the  absence  of  hard  data,  we  must  speculate.   It  would 
be  logical  for  the  large  companies  subject  to  federal  equal  employment  oppor- 
tunity laws  to  file  with  DES,  since  the  very  act  of  filing  fulfills  certain 
federal  requirements  in  this  area.   But  on  the  other  hand,  large  companies 
neither  need  nor  especially  want  the  kinds  of  (relatively  lower-skilled, 
nonwhite  or  non-native,  and  disproportionately  poor)  people  whom  DES  is  thought 
to  "represent".   It  would  be  more  logical  for  small  companies  with  weak  to 
nonexistent  internal  personnel  departments  to  avail  themselves  of  this  outside 
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assistance  in  recruitings   And  small  companies  tend  to  offer  relatively 
lower-skilled  vacancies  as  well.   Whatever  the  nature  of  the  "nonpar ticipa- 
ting"  firms,  that  207.  figure  must  be  increased  substantially  if  the  state's 
manpower  goal  is  to  be  met.   The  rapid  matching  of  unemployed  workers  with 
vacant  jobs  is  a  major  objective  of  development  policy,,   Therefore, 
we  recommend  that  the  state  consider  requiring  mandatory  listing  of  all 
vacancies  with  DESo   Enforcement  might  be  difficult,  but  this  idea  should 
be  explored.   Unlike  some  other  controls  (as  distinguished  from  subsidies), 
this  is  unlikely  to  "push"  any  companies  out  of  the  state.   Of  course,, 
the  state  must  be  prepared  to  use  this  expanded  information  base.   That 
means  requiring  primary  labor  market  employers  (whose  job  vacancies  would 
now  be  known)  to  take  a  larger  share  of  DES-placed  workers „   Ultimately-- 
hard  as  it  is  to  face  politically--this  might  require  modest  quota  systems 
(as  in  France  and  West  Germany) .   In  the  short  run,  the  state  should  es- 
tablish equal  employment  opportunity  program  participation--including  goals 
on  minimal  hiring  from  DES  rolls--as  a  precondition  for  firm  participation 
in  state- funded  programs  of  any  kind,  from  eligibility  for  contracts  in  the 
production  of  (say)  railroad  or  power  equipment  to  eligibility  for  technical 
assistance  as  part  of  the  upgrading  program. 

The  best  way  for  the  state  to  signal  to  the  private  sector  its  inten- 
tion to  seriously  pursue  policies  of  affirmative  action  and  equal  employment 
opportunity  enforcement  is  to  change  its  own  practices.   In  1970,  at  the 
request  of  Governor  Sargent,  the  National  Civil  Service  League  sent  a  team 
of  personnel  technicians  and  lawyers  to  Massachusetts  to  study  discrimination 
in  the  recruiting,  hiring,  paying  and  promoting  of  minority  and  other 
"disadvantaged"  citizens,  under  the  0E0  PACE  MAKER  project.     Subsequent 


National  Civil  Service  League,  PACE  MAKER  Report  on  the  Commonwealth  of 
Massachusetts  Personnel  System,  U.S.  Office  of  Economic  Opportunity,  1971. 
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12 
studies  in  other  jurisdictions   showed  Massachusetts  to  be  among  the  most 

seriously  in  violation  of  both  laws  and  rules  with  respect  to  affirmative 

action  and  equal  opportunity „   The  Massachusetts  Governor's  Council  on 

Public  Employment  of  the  Disadvantaged  has  also  charged  that  minorities  and 

the  poor  are  seriously  underrepresented  on  Commonwealth  payrolls.   One  of  its 

several  recommendations  is  that  the  state  contract  with  neighborhood  agencies 

13 
to  conduct  so-called  "outreach"  recruiting  and  exam  announcement     Overall, 

much  more  attention  needs  to  be  given  to  civil  service  reform. 

It  should  be  clear  by  now  tnat  public  employment  plays  a  central 
role  in  our  proposed  strategy:  in  the  production  of  much-needed  goods  and 
services  (especially  infrastructure)  and  in  the  provision  of  at  least  tem- 
porary employment  for  those  displaced  in  the  process  of  transforming  and 
upgrading  at  least  part  of  the  secondary  labor  market.   Therefore,  it  is 
crucial  that  the  state's  EEO/af firmative  action  activities  begin  "at  home", 
in  the  public  sector  itself.   Then,  of  course,  they  should  be  extended  to 
local  government  and  finally  to  private  sector  employment.   Blacks,  Spanish- 
speaking,  female  and  low-income  workers  must  participate  fully  in  the 
proposed  statewide  economic  development  program  if  it  is  to  be  successful-- 
let  alone  equitable,, 

One  final  point  is  in  order.   In  hearing  after  hearing  before  legisla- 
tive bodies  like  the  U.S.  Senate  Subcommittee  on  Manpower,  Employment,  and 
Poverty,  and  in  one  technical  evaluation  after  another,  the  criticism  has 
repeatedly  been  made  that  training  programs  not  closely  linked  to  good 
jobs  act  as  a  "revolving  door",  with  trainees  tending  to  be  recirculated 
from  one  secondary  labor  market  job  to  another.   The  old  hope  that  almost 
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The  U.S.  Office  of  Economic  Opportunity-sponsored  Project  PACE  MAKER  involved 

studies  of,  and  site  visits  to,  eighteen  state,  county  and  municipal  juris- 
dictions in  1970-71;  the  author  himself  participated  in  several  of  these. See 
the  NCSL  journal,  Good  Government,  Spring  1973;  and  NCSL,  Government  Jobs  for 
the  Disadvantaged;  NCSL's  PACE  MAKER  Strategy  for  Change,  Wash. ,D,C. ,4/73 ; 
for  analyses  and  a  history  of  PACE  MAKER' s  efforts  at  civil  service  change. 
13  Boston  Globe,  May  15,  1974, p.  10.  For  other  recommendations,  see  the  NCSL 
documents  cited  in  footnes  11  and  12, 


123. 


any  graduate  of  a  government  manpower  training  program  is  better  able  to 
"compete"  on  the  "open  market"  with  less  disadvantaged  workers  has  been  dashed 
again  and  again,,   Training  without  jobs  is  a  formula  for  continued  frustra- 
tion, high  turnover  and  public  assistance  costs,  and  worker  alienation--in 
short,  a  formula  for  disaster.   The  "job  link"  should  become  the  major 
criterion  for  evaluating  all  future  training  programs  in  the  Commonwealth, 

"Import  substitution"  and  the  provision  of  private  capital 

We  have  already  endorsed  DCD  Commissioner  Centanni's  efforts  to  identify 
existing  firms  capable  of  locally  producing  intermediate  goods  and  services 
now  imported  by  Massachusetts  companies  from  outside  the  state,  and  suggested 
that  these  might  be  desirable  activities  for  newly  created  Massachusetts 
enterprises  as  well. 

The  state  government  itself  can  contribute  to  such  an  "import  substitution" 
effort  by  increasing  the  share  of  its  own  purchases  of  goods  and  services 
from  suppliers  based  in  the  Commonwealth  and  by  employing  local  labor.  Un- 
published data  from  the  Comptrollers  Division  of  the  Massachusetts  Office 
for  Administration  and  finance  show  little  room  for  improvement;  in  Fiscal 
1973,  only  about  $65  million  of  the  state  government's  roughly  $891  million 
worth  of  purchases--7  percent — were  from  "foreigners",  i.e.  firms  and 
households  located  outside  the  Commonwealth  (it  would  be  interesting  to 
examine  the  performance  of  the  city  of  Boston  and  other  large  Massachusetts 
cities  in  this  regard).   Together,  even  small  increases  in  the  proportion 
of  purchases  made  "domestically"  might  have  a  (small  but)  significant  effect 
on  local  employment.   It  is  our  feeling  that  the  state  should  give  special 
consideration  to  existing  or  potential  suppliers  from  low-income  areas  and 
neighborhoods  within  the  Commonwealth. 
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If  it  is  judged  that  the  private  banks  and  venture  capital  firms  in 
Boston  are  investing  less  in  Massachusetts  businesses  (or  public  bonds) 
than  seems  possible,  the  state  should  explore  ways  to  "encourage"  these 
financial  institutions  to  increase  the  Massachusetts  share  of  their  gross 
business o   Even  if  the  method  comes  to  no  more  than  "moral  suasion"  (or 
"jawboning")  by  the  Governor  and  other  powerful  state  officials,  some 
effort  should  be  made  in  this  important  direction  early  in  the  development 
program.   Later  on,  it  may  not  be  so  important  since,  to  the  extent  that 
the  program  raises  confidence  in  the  future  of  the  Massachusetts  economy, 
private  rates  of  return  to  investment  in  at  least  some  sectors  are  likely 
to  rise,  and  this  in  itself  will  attract  at  least  some  additional  private 
investment  to  the  Commonwealth. 

Industrial  promotion  and  relocation  into  Massachusetts 

If  all  five  of  these  elements  of  a  comprehensive  economic  development 
program  are  aggressively  and  visibly  pursued,  and  if — in  the  pursuing--the 
integrity  of  the  state's  very  attractive  residential/recreational  environ- 
ment is  respected  and  preserved,  then  even  modest  efforts  by  officials  (like 
the  Commissioner  of  DCD  or  the  Governor)  to  recruit  outside  companies  are 
likely  to  have  occasional  success.  All  studies  indicate  that  the  most 
attractive  firms--those  paying  high  wages  and  offering  internal  training 
and  upward  mobility  for  their  employees,  and  using  technologies  which  do 
not  do  serious  damage  to  the  local  environment—are  becoming  increasingly 
"footloose"  in  their  locational  behavior.   This  leaves  more  room  for  "non- 
economic"  consideration,  especially  those  affecting  the  residential  pre- 
ferences of  such  firms'  executives  and  other  employees. 

Our  earlier  analysis  strongly  suggests  that  the  state  should  not 
financially  invest  heavily  in  industrial  recruiting  activities,  which  are 
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so  very  cost-ineffective,.   Rather,  its  chief  officials  should  invest  more 
of  their  own  energy  in  personal  diplomacy,  in  conjunction  with  a  compre- 
hensive economic  development  program  of  the  sort  recommended  here0   They 
should  be  careful  not  to  be  too  ready  to  make  financial  (e.g,  tax)  con- 
cessions that  may  be  unnecessary  in  "landing  the  fish".   If  a  major 
economic  development  effort  i£  to  be  undertaken,  we  will  need  every  penny 
of  tax  revenue  to  finance  it. 

One  last  point:  where  outside  companies  do  express  an  interest  in 
locating  plants  in  the  Bay  State,  whoever  is  representing  Massachusetts 
in  the  negotiations  should  try  to  find  out  whether  the  company  plans  to 
bring  its  own  labor  force  with  it,  or  to  hire  locally.   Clearly,  firms 
in  the  latter  category  are  preferable,  not  only  because  of  the  job 
creation  involved,  but  also  because  such  firms  will  place  fewer  burdens 
on  the  Commonwealth's  already  overburdened  public  and  private  services 
than  a  firm  bearing  new  citizens  who  will  have  to  be  housed,  fed,  protected, 
transported  and  entertained.   The  legislative  (and  media)  discussions 
surrounding  industrial  recruiting  have  been  seriously  deficient  in  ignoring 
this  issue. 
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VI.   How  should  the  State  Implement  Such  a  Program? 

"Stimulate  the  output  of  producers  (including  government  itself)  whose 
goods  and  services  are  needed  and  whose  jobs  are  desirable,  especially  in  the 
area  of  infrastructure  development;  refine  and  expand  training  and 
job-placement  programs  that  are  tightly  linked  to  good  jobs;  upgrade  those 
low-wage  producers  capable  of  such  transformation  and  withdraw  Ftate  subsi- 
dies from  at  least  some  of  the  others;  ensure  the  free  access  of  the  disad- 
vantaged to  good  jobs  in  the  Commonwealth;  increase  the  shares  of  both  pub- 
lic spending  on  and  private  financial  investment  in  Massachusetts  commercial 
and  industrial  activities;  and  make  the  residential  environment  of  the  state 
attractive  to  the  executives  and  other  workers  of  outside  companies  consid- 
ering building  plants  here."  That  is  the  gist  of  the  economic  development 
program  outlined  in  Part  V. 

But  how  might  these  programs  be  implemented?  What  policy  "instruments" 
are  available  to  the  state  government  to  attain  these  objectives?  How  can 
they  be  financed?  As  before,  the  following  suggestions  are  designed  to 
arouse  interest  and  debate,  rather  than  to  define  a  specific  legislative 
program. 

We  propose  for  consideration,  and  "fleshing  out",  an  eleven-point 
agenda: 

1.   Experimentation  with  both  "indicative"  and  "target"  economic 
planning.   The  former  would  have  the  state  making  forecasts 
of  local  activity,  and  impact  analyses  or  projections  for 
major  public  and  private  investments,  prior  to  their  realization. 
The  latter  would  have  the  state's  leadership  regularly  announce 
specific  industry,  occupation,  and  location  targets  on  which 
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both  public  and  private  investment  should  be  focused,  and  which 
will  receive  priority  in  current  state  spending  and  technical 
assistance  programs „ 

Upgrading  selected  secondary  labor  market  jobs,  through  technical 
assistance  to  small  and  medium-sizes  firms  willing  to  cooperate 
with  the  state's  minimum  wage  and  equal  employment  opportunity 
goals,  and  the  removal  of  implicit  subsidies  (such  as   ree  arcess 
to  Manpower  services)  from  at  least  some  low-wage  employers 
unable  or  unwilling  to  undergo  upgrading.   Technical  assistance 
would  be  provided  by  pools  of  business  consultants,  through 
contracts  with  the  state,  with  the  costs  being  shared  by  the 
state  and  the  client  firms,,   There  should  be  limits  on  the  size 
of  the  firms  eligible  for  technical  assistance  subsidies. 
Expanded  public  service  employment,  targeted  to  workers  dislocated 
by  the  other  economic  development  policies  of  the  state. 
Manpower  and  vocational  training,  tied  to  job  vacancies,  empha- 
sizing cooperative  work-study  programs,  and  subject  to  affirmative 
action  goals. 

Deliberate  use  of  state  public  facilities  location  and  procurement 
contracting  to  impact  the  target  industries,  occupations,  and 
locations  established  by  the  economic  planning  office,  and  to  ease 
the  transition  from  a  dual  to  a  more  integrated  economy. 
Export  trade  promotion,  both  in  the  rest  of  New  England,  with  Canada 
and  the  Maritime  Provinces,  and  with  the  rest  of  the  world.   The 
state  should  help  to  organize  associations  of  smaller  businesses 
which  mipht  provide  the  scale  sufficient  to  enable  them  to  parti- 
cipate in  international  and  inter-regional  trade.   Such  assistance 


128. 


should  be  made  conditional  upon  the  participation  of  such  busines- 
es  in  the  state's  economic  target  and  affirmative  action  programs, 
and  would  be  subject  to  maximum  size  and  minimum  wage  constraints „ 

7.    Creation  of  a  Massachusetts  Land  Bank,  to  rationalize  the  location 
and  shape  of  new  economic  activity  (especially  inside  and  around 
dense  cities)  and  to  provide  a  source  of  development  capital  through 
the  appreciated  value  of  those  land  holdings  that  are  ultiritely 
resold  to  the  private  sector  over  time, 

80   Intrastate  tax  sharing  a  la  a  recent  Chamber  of  Commerce  proposal, 
as  an  interim  mechanism  for  neutralizing  the  interjurisdictional 
competition  for  new  plants,  a  competition  which  is  only  weakening 
the  future  tax  bases  of  these  jurisdictions.  According  to  this 
plan,  all  the  jurisdictions  within  a  region  would  share  the  new 
taxes  provided  by  any  new  economic  activity  developed  in  any  one 
or  more  of  the  member  jurisdictions. 

9o   Creation  of  a  full-scale  state  Economic  Development  Bank,  to 

finance  both  equity  and  low-interest  debt  for  the  expansion  of  the 
productive  capacity  of  the  Commonwealth's  economy,  especially  through 
the  creation  or  expansion  of  enterprises  not  normally  having  access 
to  conventional  capital  markets.   The  bank  would  be  financed  by 
Legislative  grants,  transfers  from  the  appreciated  assets  of  the 
Land  Bank,  a  share  (and  perhaps  a  monopoly)  of  state  treasury 
deposits,  and  only  secondarily  by  revenue  bonds. 
10.    Creation  of  a  state  Economic  Development  Corporation,  to  be  the 

chief  operating  agency  of  the  Executive  Office  ultimately  designa- 
ted as  in  charge  of  economic  development  policy.   Initially,  the 
existing  Massachusetts  Science  and  Technology  Foundation  would  be 
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subsumed  into  this  agency,  which  would  be  organized  on  the  model 
of  the  World  Bank  and  the  U.S.  State  Department,  with  different 
"desks"  (area  specialists)  for  different  areas  of  the  Commonwealth 
or  the  region. 
11 o    Coordinated  use  of  federal  grants  and  shared  revenue  for  state 

economic  development,  with  particular  attention  to  funds  from  the 
Departments  of  Labor,  Commerce,  Health,  Education  anr'   ^lfare, 
and  (as  in  the  case  of  Boston's  Southwest  Corridor  Development 
Project)  Transportation. 
Let  us  now  discuss  each  recommendation  in  turn. 

Experimentation  with  economic  planning 

However  it  is  ultimately  designed  from  an  administrative  point  of  view, 
(see  Chapter  VII),  the  state  agency  in  charge  of  economic  development  should 
organize  itself  so  as  to  be  capable  of  engaging  in  real  economic  planning. 

The  most  common--but  also  the  most  limited--form  of  economic  planning 

practiced  in  other  capitalist  countries  is  called  "indicative  planning". 

It  is  especially  common  in  Western  Europe: 

For  any  one  [firm]  to  go  ahead  it  is  necessary 
first  to  estimate  what  demand  and  supply  will 
be  if  the  others  also  go  ahead,  and  secondly 
to  be  given  some  assurance  that  there  will 
be  a  general  forward  movement.   Forecasts 
for  the  whole  economy  help  all  concerned  to 
see  the  possibilities  created  by  a  general 
expansion.   The  forecast  cannot  always  provide 
full  assurance  of  a  general  movement,  but 
if  it  is  constructed  cooperatively  with 
private  and  public  decision-makers,  consulted 
at  all  crucial  stages,  the  very  planning  process 
may  help  to  give  investors  confidence.  When 
a. ..forecast  is  made  for  this  purpose,  it  is 
known  as  'indicative  planning'. 


1 


W.  Arthur  Lewis,  Development  Planning  (N.Y.:  Harper  &  Row,  1966,  pp.  19-20. 
For  analyses  of  the  practice  in  other  countries,  comparing  it  with  other 
modes  of  economic  planning,  see  Jan  Tinbergen,  Central  Planning  (New  Haven: 
Yale  Univ.,  1964)  and  Albert  Waterston,  Development  Planning:  tu3  Lessons 
of  Experience  (Baltimore:  John  Hopkins,  1968). 
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While  this  function  is  important,  the  office  we  propose  for  Massachusetts 
would  go  much  fartherc   Its  main  function  would  be  to  regularly  set--and  the 
Governor  himself  should  be  the  one  to  announce--specific  industry,  occupation, 
and  location  targets  (examples  might  be:  "upgrade  the  plastics  industry  in 
the  Montachusett  area",  "increase  the  rate  of  flow  of  machinists  graduating 
from  the  state's  vocational  schools",  "stimulate  the  creation  of  a  mass 
transit  vehicle  production  and  maintenance  industry").   These  targets  would 
be  chosen  by  the  Administration  and  the  Legislature,  according  to  the  general 
criterion  of  "picking  up"  those  areas  or  sectors  of  the  state  which  fall 
behind  in  terms  of  general  economic  health  (of  course,  the  state  might  also 
decide  that  certain  declining  sectors  should  be  allowed  to  "go",  due  to 
lack  of  a  real  demand  for  their  output). 

The  state  would  then  publish  an  annual  budget  which,  in  addition  to  its 
present  obligations,  would  evaluate  the  expected  impact  of  each  budget  item 
on  the  current  industry,  occupation,  and  location  targets.   The  planning 
office  would  also  forecast  the  expected  impact  of  major  long-term  public 
(e.g.  transportation  or  power)  and  private  (e.g.  new  office  complex)  invest- 
ment plans  on  those  targets. 

An  executive  order  from  Governor  Sargent  has  in  fact  existed  for  two 
years,  requiring  all  of  the  state  agencies  to  annually  evaluate  the  probable 
economic  impact  (in  terms  of  jobs,  income,  etc.)  of  their  current  programs. 
The  order  has  been  universally  ignored,  and  unenforced.   Manpower  Secretary 
Newman  describes  the  whole  concept  of  such  statements  as  "too  ambiguous, 
and  anyway,  we  don't  have  any  techniques  for  objectively  estimating  such 
impacts".   Nevertheless,  House  bill  2884  would  legislate  such  a  requirement, 
According  to  Sec.  61  of  H  2884, 
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All  agencies,  departments,  boards,  commissions 
and  authorities  of  the  Commonwealth  shall  review, 
evaluate,  and  determine  the  impact  on  the  economic 
and  natural  environment  of  all  works,  projects 
or  activities  conducted  by  them, , , 

We  would  add  the  requirement  that  all  economic  impact  statements  explicitly 

address  the  state's  current  industry-occupation-location  targets. 

Difficult  though  it  may  be  to  produce  such  statements,  there  can  be 
no  doubting  their  usefulness-   As  Communities  and  Development  Sec.etr- 
Atkins  put  it  to  us:  "Every  single  action  of  the  state  impacts  the  private 
sector  and  the  labor  force.   Some  gain  from  each  impact,  some  lose;  every 
policy  has  distributional  implications,  whether  explicit  or  not.   The  state 
should  develop  a  mechanism  for  debating  and  resolving  these  conflicts". 
He  suggests  an  economic  impact  projection  of  each  executive  department 
budget,  followed  by  a  debate  over  the  implied  distributional  effects,  the 
latter  to  take  place  at  the  gubernatorial  level.   That  is,  agencies  would 
prepare  statements  regularly;  these  would  filter  up  to  a  gubernatorial  com- 
mittee (perhaps  passing  through  a  "suboptimization"  stage  at  the  secretariat 
level),  where  the  inevitable  conflicts  and  inconsistencies  would  be  re- 
conciled, and  a  final  budget  produced.   State  Representative  Melvin  King 
also  points  out  that  the  state  budget  jLs_  an  economic  planning  instrument 
of  the  first  magnitude,  and  its  construction  should  be  much  more  explicitly 
engineered  toward  attaining  goals  of  public  policy. 

We  agree  strongly  with  these  views,  without  denying  Secretary  Newman's 
all-too-accurate  description  of  the  state  of  the  art  in  economic  impact 
analysis.   Nevertheless,  we  feel  that  the  very  necessity  for  at  least 
thinking  explicitly  about  such  impacts--the  asking  of  important  questions — 
would  be  a  useful  exercise  in  itself,  and  would  create  the  demand  for  better 
quantitative  impact  analysis  techniques. 
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One  of  the  most  frequent  suggestions  we  received  from  our  interviewees-- 
especially  from  the  business  persons  among  them--was  that  the  state  should 
develop  a  short-range  and  long-range  economic  forecasting  unit.   This  would 
be  anything  but  an  academic  exercise;  at  the  very  least,  such  f-^-ecasts 
reduce  the  uncertainty  about  future  developments  that  sometimes  crused  invest- 
ors to  be  cautious,  thereby  impeding  the  rate  of  economic  growth.  At  its 
best,  forecasting  permits  policy  makers  to  anticipate  future  developments  so 
that  they  can  be  dealt  with  in  time. 

A  state  economic  research/forecasting  unit  within  the  proposed  economic 
planning  office  should  develop  a  capacity  for  conducting  impact  analyses  on 
proposed  large-scale  projects,  e.g.  the  Dickey-Lincoln  dam,  an  oil  refinery, 
continued  containerization  of  the  Boston  porte   It  should  publish  projections 
not  only  of  state  activity,  but  of  national  activity  as  well,  and  attempt  to 
relate  the  two.   This  is  now  underway  in  the  city  of  Philadelphia,  where  the 
famous  Wharton  Econometric  Forecasting  Model  of  the  U.S.  economy  is  "plugged 
into"  a  new  econometric  model  of  the  Philadelphia  economy  (central  city  and 
suburbs).   This  unique  system  enables  the  researchers  at  the  University  of 
Pennsylvania  to  produce  forecasts  on  demand  for  Philadelphia  businessmen, 
and  to  experiment  with  various  policy  issues.   For  example,  the  system  is 
capable  of  examining  how  elinination  of  national  wage  and  price  controls  is 
affecting  the  Philadelphia  metalworking  industry. 3  Here  in  Boston,  an  ongoing 
seminar  at  the  Parkman  Center  for  Urban  Affairs,  sponsored  by  a  consortium  of 
companies  headed  by  the  First  National  Bank,  is  studying  the  policy  and 


2 

"Wharton  Model  Goes  Regional:  Area  Businessmen  Join  the  Action", 

Philadelphia  Enquirer,  April  29,  1973,  p.  1-N. 
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forecasting  capability  of  a  series  of  computer  models  developed  at  M.I.T. 
The  seminar  brings  together  technicians,  businessmen,  and  city  officials, 
and  the  computer  exercises  themselves  raise  valuable  questions  about  the 
participants'  beliefs  with  respect  to  city  economic  development, 

A  state  economic  research/forecasting  unit  ought  also  to  prepare 
and  publish  "cost  of  doing  business"  profiles  for  different  industries,  and 
to  compare  these  profiles  for  different  states  or  regions  of  the  country . 
This  would  be  a  valuable  (although  very  difficult)  exercise  for  guiding  state 
development  policy,  because  it  would  point  in  advance  --  while  there's  still 
time  to  do  something  --  to  categories  that  are  most  likely  to  retard  local 
economic  growth„   It  would  also  be  extremely  useful  for  the  business  com- 
munity, in  the  same  way  as  aggregate  forecasts  would  be  useful,  because 
it  would  tend  to  reduce  the  uncertainty  associated  with  economic  activity. 

Upgrading  secondary  labor  market  jobs 

There  are  many  firms  in  the  state  —  overwhelmingly  those  with  fewer 
than  50  employees  --  paying  low  wages  for  essentially  unskilled  labor, 
characterized  by  relatively  unstructured  internal  labor  markets,  and 
providing  little  or  no  training  and  upward  mobility.   In  many  of  these 
companies,  there  is  little  payoff  to  "good  working  habits",  strong  job 
attachment,  regular  attendance,  concern  for  productivity.  Work  is  routine 
and  boring,  and  experience  counts  for  little  in  trying  to  qualify  for  better 
jobs  elsewhere.  To  some  extent,  such  jobs  exist  also  in  the  "lower  echelons" 
of  even  larger  and  generally  more  "modern"  companies  in  the  Bay  State. 

In  Chapter  V,  we  talked  at  length  about  techniques  for  upgrading  at 
least  some  of  these  jobs,  through  the  modernization  of  personnel  practices, 
the  reorganization  of  the  process  of  production,  and  the  transfer  of  ownership 
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rights  to  others  ready  to  undertake  upgrading,  with  public  employment  being 
used  to  cushion  the  shocks  of  employee  and  employer  dislocation. 

The  Office  of  Manpower  Affairs  has  in  fact  already  begun  to  consider 
the  first  remedy,  by  sponsoring  House  bill  1370,  which  would  create  a  "small 
business  technical  assistance  task  force"  inside  the  state.   This  task  force 
would  consist  of  in-house  specialists  on  commerce,  personnel  management,  ar- 
bitration and  conciliation,  and  industrial  safety.  These  multi-aisci' linary 
terms  of  technicians  would  be  made  available,  at  no  user  charge,  to  an_,  small 
business  requesting  assistance. 

We  devoted  considerable  time  in  our  interviews  to  eliciting  opinions  about 
this  proposed  legislation.   That  such  a  service  is  desperately  needed  in 
Massachusetts  was  attested  to  by  everyone.   But  nearly  all  the  interviewees 
were  critical  of  the  bill's  implicit  assumption  that  such  technical  assis- 
tance could  be  standardized.   Mr.  Robert  Barton,  Director  of  the  Association 
of  Technical  Professionals,  argued  that  "standard  packages  of  business  assis- 
tance don't  mean  anything".   Several  small  businessmen  associated  with  the 
Small  Business  Association  of  New  England  (SBANE),  all  with  experience  in 
the  receipt  of  technical  advice,  strongly  felt  that  such  a  process  requires 
"one-on-one"  attention,  "tailor-made"  to  the  particular  needs  of  the  client. 
The  $86,000  funding  request  was  considered  grossly  inadequate;  the  SBANE 
panel  proposed  instead  a  budget  of  $500,000  to  fund  10  full-time  equivalent 
professionals  @  $25,000  plus  overhead  and  travel.   Each  FTE  professional 
would  handle  20  or  30  "accounts"  per  year,  for  a  total  of  200-300  upgrading 
projects  per  year.  As  experience  accumulated,  and  case  histories  were 
analyzed,  it  might  then  become  possible  to  identify  a  "core"  of  standard 
problems  and  remedies. 
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Moreover,  the  SBANE  panel  felt  that  the  task  force  should  not  be  drawn 
from  within  the  several  agencies  of  the  Office  of  Manpower  Affairs,   Rather, 
as  with  United  Nations  and  other  international  technical  assistance  advisory 
programs,  the  state  should  maintain  liaison  with  a  pool  of  private  consul- 
tants and  technicians.   A  small  business  client  would  be  visited  by  a  state 
representative  to  determine  the  general  nature  of  the  problem.   Then,  the 
appropriate  private  industrial/commercial  consultant (s)  would  be  acti.r?ted. 
This  might  also  neutralize  potential  opposition  from  the  private  industrial 
consulting  industry. 

The  SBANE  businessmen  also  felt  (much  to  our  surprise!)  that  the  service 
should  not  be  provided  entirely  free  of  charge  (i.e.  financed  solely  out  of 
general  revenue).   Private  consultants  usually  charge  fees  on  a  scale  which 
increases  with  the  size  (and  therefore  presumably  with  the  ability  to  pay) 
of  the  firm.   Why  not  provide  subsidized  technical  consultation,  with  the 
subsidies  decreasing  with  firm  size?  A  representative  scheme  (the  numbers 
are  of  the  correct  order  of  magnitude,  but  are  not  intended  to  be  exact) 
is  shown  in  Fig.  VI. 1.   For  businesses  with  fewer  than  50  workers,  the 
state  would  pick  up  (for  example)  907.  of  the  cost  of  the  technical  con- 
sultants actually  employed.   The  subsidy  would  decline  to  507.,  257.,  and 
finally  07.  for  large  firms  with  200  or  more  workers.   To  prevent  abuses 
by  consultants,  payments  might  be  tied  to  resulting  performance,  and  the 
whole  operation  subjected  to  close  scrutiny  by  a  small  staff  of  senior 
advisors  to  the  Secretary.   This  proposal  has  much  to  commend  it,  and  we 
suggest  that  implementation  of  the  task  force  proposed  in  H  1370  be  post- 
poned while  these  issues  are  re-examined  thoroughly. 

Although  we  did  not  study  the  question  closely  in  the  present  project, 
a  complementary  policy  for  upgrading  the  quality  of  Massachusetts  jobs 
might  be  an  increase  in  the  state  minimum  wage,  either  legally  or  administra- 
tively, by  the  announced  unwillingness  of  the  state's  agencies  to  provide 
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subsidized  services  to  employers  paying  below  certain  stipulated  wage  rates. 
In  Rhode  Island,  for  example,  the  Manpower  Administration  has  set  a  floor  of 
$3/hour  for  any  job  that  uses  CETA-related  funds  for  training,  supportive 
services,  etc.   In  fact,  according  to  Administrator  John  Anderson,  no  job 
below  $3o50/hour  has  been  involved  in  the  program  so  far!  Moreover,  the 
Governor's  office  is  running  the  CETA- funded  placement  program  itself, 
without  the  local  employment  service. 

Fig.  VI.l 
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Such  a  policy,  if  it  were  to  be  enforced  rigorously,  would  have  to  be 
closely  coordinated  with  new  job  creation  programs  (such  as  public  service 
employment),  to  absorb  the  workers  displaced  from  firms  that  could  not  con- 
tinue profitable  operations  at  such  wage  rates. 

The  use  of  a  progressive  subsidy  structure  such  as  that  shown  in  Fig. VI. 1 
would  effectively  impose  a  limit  on  the  size  of  the  companies  eligible  for 
state  subsidy  (in  this  diagram,  the  limit  is  200  employees,  but  ' \at  could  be 
changed,  and  should  not  be  selected  arbitrarily).   This  is  crucial,  i.   ight 
of  our  earlier  finding  that  many  state  programs  (e.g.  the  $500  job  credit,  the 
IDFA's)  actually  provide  subsidies  to  large,  powerful  companies  that  usually 
don't  really  need  them.   Firm  size  ceilings  and  wage  floors  would  guarantee 
a  progressive  redistribution  of  income  through  the  labor  market,  and  that  is 
a  good  way  to  think  about  the  basic  strategy  underlining  this  document. 

Public  Employment 

Every  economic  forecast  predicts  expanded  state  and  local  public  em- 
ployment in  the  years  ahead.   Indeed,  this  sector,  which  grew  more  rapidly 
than  any  other  in  the  American  economy  between  1955  and  1972,  is  projected 

by  the  U.S.  Dept.  of  Labor  to  grow  more  rapidly  than  any  other  between  1972 

■a 
and  1980.   Precisely  because  it  was  not  the  fastest  growing  sector  in 

Massachusetts  until  very  recently,  we  should  probably  expect  public  em- 
ployment to  grow  exceptionally  rapidly  as  the  demand  for  public  services 
increases  in  our  relatively  affluent  economy. 


3  U.S.  Dept.  of  Labor,  Manpower  Report  of  the  President,  U.S.G.P.O.,  1974, 
p.  112. 

Commonwealth  of  Massachusetts,  Division  of  Employment  Security,  December 
(1973)  Highlights,  Jan.  1974,  p.  3.   Between  1963  and  1973,  contract  con- 
struction, wholesale  and  retail  trade,  and  services  outpaced  government 
job  growth  in  Massachusetts. 
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We  propose  that  the  state  study  ways  in  which  the  timing,  location,  and 
types  of  public  jobs  created  can  be  manipulated  to  ease  the  transition  through 
which  our  economy  must  pass  as  we  attempt  to  reduce  the  size  and  influence  of 
the  secondary  labor  market.   Specifically,  public  jobs  should  be  allocated  to 
areas  and  people  undergoing  conversion  from  secondary  to  primary  labor  market 
status. 

The  U.S.  Comprehensive  Employment  and  Training  Act  of  1973  --  s  retimes 
referred  to  as  "manpower  revenue  sharing"  --  will  provide  the  state  wita  funds 
under  the  Title  II  Public  Employment  Program  (Massachusetts  more  than  meets  the 
qualification  of  having  had  "a  rate  of  unemployment  equal  to  or  in  excess  of 
6.5  per  centum  for  three  consecutive  months").   Title  I,  Comprehensive  Manpower 
Services,  is  designed  mainly  to  fund  local  manpower  training  programs,  but 
Sections  101(5)  and  101(11)  authorize  allocation  of  funds  under  this  Title 
as  well  to  "transitional  public  service  employment  programs".   Given  the  poor 
track  record  of  training  programs  without  jobs  in  Massachusetts  (as  elsewhere), 
we  urgp  the  state  to  maximize  the  portion  of  its  CETA  funds  going  directly 
into  public  job  creation. 

In  fact,  the  state  government  has  already  gained  valuable  experience 
in  operating  a  federally  funded  public  employment  program,  and  should  there- 
fore be  able  to  make  use  of  CETA  funds  that  much  more  expeditiously. 

Since  August  1971,  the  [Manpower  Affairs]  Secretary's  office 
has  administered  the  [federal]  Emergency  Employment  Act  [EEA] 
Program  for  Massachusetts.   This  program  has  placed  more  than 
7,000  unemployed  persons,  including  2,367  Viet  Nam  era  veter- 
ans, in  public  service  jobs  in  all  aspects  of  state  and  local 
voernment. . .with  89%  of  program  participants  either  finding 
permanent  jobs  [627.]  or  going  on  to  further  training,  education 
or  the  military  service.-' 

During  the  past  legislative  session,  a  bill  was  introduced  by  State 


The  Budget  in  English,  op.  cit.,  p.  134. 
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Senators  Jack  Backman  and  Allan  McKinnon,  modeled  on  the  Federal  EEA.   It 
would  have  appropriated  $20  million  from  the  general  fund  for  local  public 
job  creation  during  FY  1975o   By  itself,  this  would  amount  to  few  new  jobs 
(at  $10,000  per  job,  leaving  $4  million  for  capital  equipment,  overhead, 
and  administration  and  assuming  10%   maintenance  of  effort,  the  $20  million 
would  create  only  about  1,120  jobs).   In  conjunction  with  the  federal  funds 
made  available  through  CETA,  and  with  very  careful  planning  of    -  allocation 
of  the  jobs  in  relation  to  the  aforementioned  upgrading/restructuri  i& 
program,  such  a  "matching  grant"  from  the  state  might  still  be  helpfulo 
So 810  itself  would  have  to  be  redrafted  to  restrict  jobholders  to  those  dis- 
placed by  the  planned  transformation  of  the  secondary  labor  market  in  the 
Commonweal th „ 

Training  tied  to  new  jobs 

The  research  and  interviewing  undertaken  in  the  preparation  of  this 
Report  deliberately  de-emphasized  manpower  training,  given  our  basic  concern 
for  job  development o   On  a  number  of  occasions,  we  have  referred  to  the  impor- 
tance of  linking  training  activities  as  closely  as  possible  to  "good"  jobs. 

One  state  which  seems  to  have  found  a  successful  formula  for  providing 
such  job-specific  training  is  South  Carolina,,   Since  the  mid-60s,  the  State 
Development  Board  has  provided  unusual  demand-activated  on-site  training  for 
firms  requesting  this  assistance,  especially  companies  (many  of  them  foreign- 
owned)  building  new  plants  in  the  state.  Warehouses --both  those  that  are 
available  and  new  ones  jury-rigged  on  the  same  site  as  the  plant  under  con- 
struction—are stocked  with  a  broad  range  of  machinery,  from  simple  lathes 
to  complex  mass  spectrometers.   Workers  are  recruited  for  training  in  these 
on-site  facilities,  under  instructors  employed  both  by  the  state  and  by  the 
industrial  firms  themselves <>   Trainees  are  not  guaranteed  a  job,  but  South 
Carolina  officials  report  a  remarkable  857»  placement  rate,  thanks  to  a  great 
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deal  of  pre-training  and  interim  counselling.   In  early  1974,  starting 
salaries  ranged  from  around  $2.50-2.75  per  hour  in  textiles,  through  $3.00 

per  hour  in  metalworking,  to  as  much  as  $4.00  per  hour  in  the  chemical 

6 
industry.    These  are  extremely  attractive  wages  in  a  state  with  such  a  low 

cost  of  living.  When  the  new  plant  is  ready,  a  completely  pre-trained  work 

force  moves  right  in.   After  some  point,  the  firm  is  required  (as  its  part 

of  the  bargain)  to  provide  in-service  on-the-job  training  itsel. 

The  Office  of  Manpower  Affairs  should  study  this  program  carefully, 
for  possible  adaption  of  at  least  some  of  its  elements.   The  Massachusetts 
labor  force  generally  has  far  more  "pre-vocational  training"  than  the  still 
substantially  rural  work  force  of  South  Carolina.   Furthermore,  the  latter 
has  a  right-to-work  law  and  concommitantly  weak  labor  unions,  in  contrast 
to  the  Commonwealth.   Still,  the  principle  of  designing  vocational  train- 
ing programs  to  complement  non-poverty  level  jobs  that  are  actually  becom- 
ing available  is  a  sound  one,  which  should  be  adapted  to  local  conditions. 

Vocational  education  in  Massachusetts  has  received  a  "black  eye" 
recently,  both  from  disenchanted  graduates  of  the  schools  and  from 
(previously  cited)  disclosures  of  outright  corruption  in  parts  of  the  private 
vocational  education  system.   Families  have  been  socialized  to  think  of 
their  voc  ed  graduate  children  as  second-class  citizens  (one  ITT  executive 
calls  them  "dummies"),  relative  to  those  who  make  it  through  the  college 
prep  curriculum.   This  is  the  unfortunate  price  we  pay  for  so  many  years 


The  South  Carolina  program  is  described  in  more  detail  in  Appendix  E. 
These  data  are  based  on  interviews  with  South  Carolina  officials,  and 
with  Mr.  Edwin  Kepler,  executive  director  of  the  Montachusett  Economic 
Opportunity  Council  and  formerly  a  plant  location  manager  for  General 
Electric,  which  has  participated  in  the  South  Carolina  program.   See 
also  Boston  Globe,  April  7,  1974,  p.  52.  Most  participating  firms 
are  manufacturers,  although  the  state  seems  willing  to  provide  such 
service  to  nou-manufacturers  as  well. 
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of  elitist  emphasis  on  college  as  the  key  to  fulfillment  and  success.  Recent 
projections  by  the  Carnegie  Commission,  the  National  Planning  Association,  and 
others  indicate  the  likelihood  of  a  large  excess  supply  of  highly  educated 

workers  by  1980,  but  an  excess  demand  for  workers  with  less  advanced  education 

8 
and  more  specific  vocational  preparation,, 

Thus,  an  integral  part  of  a  state  economic  development  program  must  be 
an  effort  by  public  officials  to  "turn  around"  the  negative  ir   :  of  voca- 
tional training  and  education.   But  this  in  turn  depends  on  using  public 
policy  to  provide  lucrative  and  otherwise  attractive  jobs  for  the  graduates 
of  the  state's  public  and  private  voc  ed  programs.   Anything  less  will  be 
quickly  seen  for  what  it  is:  yet  another  attempt  to  use  government  policy 
to  force  disadvantaged  workers  back  into  the  secondary  labor  market. 

State  procurement  and  public  facilities  location 

In  the  future,  as  part  of  a  planned  economic  development  program, 
the  state  can  "stimulate"  production  consistent  with  the  plan  by  letting 
procurement  contracts  and  placing  new  public  facilities  in  ways  that  address 
the  current  industry-occupation-location  targets. 

We  have  already  examined  the  magnitude  of  state  procurement  of  goods 
and  services.  Multi-product  low-wage  firms  willing  to  accept  technical 
assistance  in  (say)  personnel  management  reorganization--and  the  upgrading 
of  wages  which  this  reorganization  would  permit--might  be  favored  with  such 
procurement  contracts.   Suppliers  located  in  regions  specified  as  targets 
for  development  policy  (such  as  the  Montachusett  area,  or  the  Southwest 


Cf.  Harrison,  Education,  Training,  and  the  Urban  Ghetto,  op.cit,,  ch„  1 
and  the  references  cited  there. 

Q 

Cf.  Harold  Wool,  The  Labor  Supply  for  Lower  Level  Occupations  (Wash.: 
National  Planning  Association,  1973);  and  Ivor  Berg,  Education  and  Jobs : 
The  Great  Training  Robbery  (N.Y.:  Praeger,  1970) 
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Corridor  of  Boston)  might  be  given  similar  preference.   The  administrative 
regulations  on  procurement  would  have  to  be  rewritten;  it  is  not  clear 
whether  laws  would  have  to  be  changed.  Neither  problem  seems  insurmountable. 

Interviews  with  members  of  SBANE  revealed  serious  difficulties  with  the 
existing  procurement  process.   Currently,  most  state  agencies  do  their  own 
procurement,,   Both  efficiency  and  control,  i„e.  consistency  with  the  plan- 
ning targets,  would  be  enhanced  by  centralizing  state  procurement  in 
single  agency  modeled  on  the  federal  General  Services  Administration.   Paper- 
work and  delays  in  payment  should  be  reduced,.   The  agency  should  record-- 
and  publish--data  on  the  size,  interindustry,  and  locational  distributions 
of  state  procurement  contracts,  from  which  the  public  could  evaluate  the 
performance  of  the  state  procurement  program.   Finally,  the  state  should 
compile  and  regularly  publish  a  directory  of  Massachusetts  companies  paying 
non-poverty  wages,  for  use  by  both  public  and  private  procurement  and  sub- 
contracting officials,  here  and  out-of-state.   According  to  SBANE,  existing 
directories  miss  about  307.  of  the  manufacturing  establishments  and  nearly 
1007.  of  the  service  producers. 

At  the  end  of  Fiscal  Year  1973,  the  state  government  owned  almost  $800 

million  worth  of  facilities  across  the  Commonwealth:  over  4900  buildings  and 

9 
structures,  and  nearly  424,000  acres  of  land.   In  FY  73,  the  state  awarded 

64  construction  contracts  totaling  $59  million,  creating  nearly  1900  man-years 

worth  of  work,  at  about  $20,000  in  wages  per  man-year.    The  people  who  work 

on  and  in  state  facilities  --  and  those  who  patronize  these  facilities  -- 


Q 

Commonwealth  of  Mass.,  Comptroller's  Division,  Annual  Statement  of  Real 
Property  " —  Buildings  and  Structures,  Fiscal,  1973,  Summary,  Program 
B  21905,  June  1973. 

Commonwealth  of  Mass.  ,  Bureau  of  Construction,  inter-office  memorandum, 
April  9,  1974.  Refers  only  to  construction  of  state  structures,  not 
residential  housing.  Excludes  jobs  in  the  private  construction  materials 
industry,, 
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spend  money  in  neighboring  retail  and  service  establishments,  and  may  ride 
the  local  transit  system  in  getting  to  and  from  these  facilities. 

The  decision  to  locate  a  state  of fice,  police  barracks,  or  other  facility 
in  one  part  of  the  Commonwealth  rather  than  another  does  not  in  general 
affect  total  statewide  economic  growth.   But  it  does  have  a  pronounced  effect 
on  the  spatial  distribution  of  that  growth.   The  marked  uneveness  in  the 
economic  development  of  different  sections  of  the  state  can--aiK.  shoJd-- 
be  "smoothed"  by  a  conscious  policy  of  locating  public  facilities  in  depressed 
areas  (such  as  Montachusett  and  Boston's  Southwest  Corridor,  to  continue 
the  earlier  example).   Private  profit-oriented  firms  tend  to  stay  away  from 
such  areas  because  it  would  in  general  be  more  costly  for  them  to  operate 
there.   It  may  well  be  more  costly  for  the  State  to  operate  (say)  an  office 
building  in  such  areas,  also,  but  that  cost  is  offset  by  the  social  benefit 
in  the  form  of  a  reduction  in  the  spatial  inequality  of  income  and  oppor- 
tunity. And  if  public  facility  location  can  help  to  "turn  a  community 
around",  then  the  climate  for  private  investment  may  improve  as  well. 

Export  trade  promotion 

House  bill  3637  establishes  an  office  of  international  trade  and 
attaches  it  to  DCD.   The  office  would  be  physically  located  in  the  Far  East 
or  Western  Europe,  for  the  purpose  of  promoting  export-import  trade  with 
Massachusetts-based  companies  and  soliciting  "reverse  investments",  i.e., 
foreign  companies  building  plants  in  Massachusetts. 

The  bill  is  fine  as  far  as  it  goes,  but  it  doesn't  go  nearly  far 
enough.   Offices  are  needed  in  Canada,  and  perhaps  even  in  the  Soviet  Union, 
to  plan  trade  with  the  Eastern  and  Central  European  countries.   It  would 
be  highly  desirable  to  have  an  office  in  Washington,  D.C.  to  go  after 
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federal  procurement  contracts.   Perhaps  these  offices  might  be  operated  by 
a  consortium  of  New  England  states,  financed  by  the  New  England  Regional 
Commission. 

Finally,  to  link  these  trade  activities  to  the  restructuring  of  the 
Massachusetts  economy  which  lies  at  the  center  of  our  economic  development 
strategy,  the  state  should  attempt  to  organize  trade  association.-,  of  low- 
wage  employers  prepared  to  accept  upgrading  assistance  in  retui   for 
Washington  or  foreign  sales  agreements  negotiated  by  the  state. 

A  Massachusetts  land  bank 

As  part  of  the  effort  to  conserve  and  intelligently  plan  the  uses  of 
one  of  our  scarcest  resources--land--many  scholars,  political  activists 
and  farsighted  legislators  have  begun  to  call  for  a  national  policy  on 
land  use. 

Especially  in  urban  areas,  where  land  is  particularly  scarce  and  has 
been  so  demonstrably  misallocated  (witness  the  phenomenon  of  "urban  sprawl"), 
more  and  more  individuals  and  organizations  are  demanding  public  interven- 
tion. Donald  Canty,  for  example,  has  written: 

Almost  the  entire  American  development  experience 
has  proved  in  a  negative  way,  and  the  experience 
of  other  Western  democracies  in  a  positive  way, 
that  only  public  ownership  of  land  at  some  point 
in  the  process  of  development  can  assure  that  the 
results  will  serve,  rather  than  obstruct,  public 
purposes. 

Public  ownership  of  land  under  public  development  would  mean  that  increases 

in  value  created  by  that  development  would  accrue  to  the  public,  rather  than 

to  private  speculators.  A  "land  bank"  could  undercut  the  ruinous  speculation 

that  consistently  destroys  the  economic  feasibility  of  low-and  moderate-income 


Donald  Canty,  "Metropolity",  City  Magazine,  Mar. -Apr.  1972,  p.  42, 
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housing  in  the  inner  city„   In  a  recent  book,  University  of  Massachusetts 
President  Robert  Wood  also  advocates  "public  ownership  and  public  planning" 
in  order  to  achieve  "genuine  land  reform"  in  American  cities.   "Only  a 

general  plan  with  [public]  land  ownership  and  control  being  the  decisive 

12 

forces  in  critical  areas  can  do  the  job." 

In  a  major  National  Policy  Task  Force  Statement  issued  in  early  1972, 

the  American  Institute  of  Architects  formally  called  for  public  controi  of 

urban  land: 

We  are  convinced  that  an  effective  national  growth 
policy  requires  that  land  development  increasingly 
be  brought  under  public  control... We  favor  acquisi- 
tion and  preparation  of  land  in  advance  of  develop- 
ment. We  believe  that  the  appreciating  value  of 
urbanizing  land  should  be  recycled  into  the  costs 
of  developing,  serving,  and  maintaining  it.  [Emphasis 
in  the  original.] 

In  1969,  in  connection  with  the  Harvard  University  Program  on  Technology 
and  Society,  economist  Robin  Marris  concluded  that  one  of  the  most  signifi- 
cant types  of  "market  failure"  impeding  private  sector  efforts  to  deal  ef- 
fectively with  urban  poverty  occurs  in  the  land  market.   His  analysis  led 
him  to  recommend  that  "the  business  community  perhaps  needs  to  consider  whether 
the  tradition  of  a  free  market  in  land  and  other  natural  resources  (including 
riparian  rights) ,  only  relatively  qualified  by  government  powers,  is  in  the 
best  interest  of  the  nation  or  for  that  matter  of  the  business  community 
itself.. .It  is  becoming  increasingly  apparent  that  the  basic  cause  of  the 

trouble  is  the  custom  of  private  ownership  of  urban  land.   However  much  we 

14 
may  dislike  this  fact,  we  cannot  escape  it". 

12  Robert  Wood,  The  Necessary  Majority  (New  York:  Columbia  University  Press, 
1972. 

"Memo,"  Newsletter  of  the  American  Institute  of  Architects,  January  1973, 
Special  Issue. 

14  Robin  Marris,  "Business,  Economics,  and  Society,"  in  Social  Innovation  in  the 
City,  eds.  Richard  S.  Rosenbloom  and  Robin  Marris  (Cambridge:  Harvard  Univ. 
Press,  1969),  pp.  26,  42. 
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A  Joint  Legislative  Commission  on  Federal  Base  Conversion,  organized 
by  House  Speaker  David  Bartley  and  chaired  by  Hale  Champion,  made  its  re- 
commendations last  June;  they  have  become  embodied  in  House  bill  6303 „   This 
Act  would  create  a  Base  Conversion  Land  Bank,  empowered  to  use  legislative 
appropriations  and  the  proceeds  from  the  sale  of  general  obligation  bonds  to 
purchase  land  now  occupied  by  the  Chelsea  Naval  Hospital,  Westover  Air  Force 
Base,  Boston  Naval  Shipyard,  South  Boston  Annex,  and  Boston  Army  Bas.    The 
Bank  would  then  sell  or  lease  the  land  to  "any  public  or  private  entity  or 
entities,  to  be  redeveloped  in  accordance  with  redevelopment  plans  approved 
after  a  public  hearing"  (the  land  would  be  tax-free  while  under  Commonwealth 
ownership,  but  not  after  sale  or  leasing  to  developers).   In  this  case,  of 
course,  the  land  to  be  taken  is  already  in  the  public  domain,  being  the 
property  of  the  federal  government,,   But  this  Act  embodies  many  of  the  basic 
principles  of  land  banking,  which  would  seem  to  be  equally  appropriate  for 
conversion  of  land  from  one  private  use  to  another  (or  to  public  use). 

A  general  Massachusetts  land  bank  could  acquire  land,  assemble  some 
parcels  into  the  contiguous  tracts  needed  for  large-scale  industrial  and 
recreational  projects,  and  selectively  return  some  land  to  other  public  or 
private  use  later  on.   Not  only  would  this  facilitate  the  realization  of 
"preferred  land  uses",  i.e.  those  uses  consistent  with  the  industry-occupa- 
tion-location targets,  but  it  would  also  help  to  stem  un trammeled  private 
development  likely  to  produce  uses  inconsistent  with  those  targets.   Resale 
or  leasing  of  appreciated  land  to  private  users  could  provide  an  important 

source  pf  income  for  the  economic  development  program.   The  city  of  St. 

15 
George,  Vermont  is  currently  pursuing  such  a  policy. 

Land  banking  ^'ould  be  especially  useful  as  an  instrument  for  making 


15  Peter  Barnes,  "How  to  Use  Land,"  The  New  Republic,  September  21,  1974 
p.  11. 
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community  or  municipal-based  economic  development  possible  and  for  control- 
ling suburban  sprawl,  but  it  also  has  a  role  to  play  in  protecting  the 
residential-recreational  environment  of  the  Commonwealth,  which  we  believe 
to  be  an  increasingly  important  factor  in  attracting  new  industry,, 

Intrastate  tax  sharing 

As  in  most  places  in  the  country,  the  different  regions  --  and  even 
the  different  municipalities  --  of  Massachusetts  find  themselver  in    ect 
competition  with  one  another  for  new  tax  "ratables":  industrial  or  commer- 
cial facilities  that  will  pay  new  property  taxes.   Seldom  do  local 
governments  conduct  cost-benefit  analyses  to  determine  whether  the  tax 
and  job-creation  benefits  brought  by  the  newcomer  outweigh  the  service, 
congestion  and  environmental  burdens  that  invariably  attend  the  location 
of  a  new  plant.   But  even  (indeed,  perhaps  especially)  when  the  social 
accounting  clearly  registers  a  positive  net  benefit,  jurisdictions  tend  to 
compete  with  one  another  for  the  new  plant  via  tax  concessions,  which  only 
mortgage  the  ability  of  these  jurisdictions  to  finance  future  development. 

How  much  better  it  would  be  if  jurisdictions  could  compete  for  new 
plants  by  providing  more  attractive  environments  or  higher  quality  social 
services  I   Then,  the  competition  would  raise  the  overall  quality  of  life 
in  the  Bay  State,  rather  than  (as  at  present)  diminishing  our  ability  to 
sustain  even  the  present  quality.   The  prime  condition  for  such  a  re- 
versal is,  of  course,  the  partial  neutralization  of  industrial /commercial 
location  with  respect  to  property  taxes. 

The  Greater  Boston  Chamber  of  Commerce  has  prepared  a  complex  regional 
governance  bill,  House  2081,  which  includes  a  provision  for  redistributing 
industrial  and  commercial  taxes.   The  operative  part  of  the  bill  is 
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Section  10: 

The  [Metropolitan]  Council  shall  prepare  a  plan 
for  tax  sharing  within  the  Council  Area  wherein 
revenues  to  be  derived  from  a  portion  of  all  new 
industrial  and  commercial  development  will  be 
distributed  to  the  municipalities  within  the 
Council  on  an  equitable  basis0   Such  plan  shall 
include  a  program  for  eliminating  inequalities 
in  the  system  of  assessed  valuation  for  communi- 
ties within  its  jurisdiction. 

Only  new  valuation  would  be  subject  to  redistribution,  not  eyir   ig  v^alth. 

Mr.  Philip  Peters,  First  Vice  President  of  the  Greater  Boston  Chamber,  observes 

that  the  Minnesota  Legislature  enacted  such  a  plan  in  1971,  in  which  407o 

of  all  new  non-residential  valuation  is  pooled  on  a  regional  basis,.   The 

plan  seems  especially  desirable  for  central  city  jurisdictions . 

H  2081  refers  explicitly  to  the  Boston  metropolitan  area,  but  there 
is  no  reason  why  it  could  not  be  amended  to  create  a  series  of  regional 
"councils"  across  the  state. 

The  bill  has  many  other  elements,  and  we  stress  that  our  very  great 
interest  in  section  10  should  not  be  construed  as  support  for  the  rest  of 
H  2081.   Even  with  respect  to  Section  10,  something  would  have  to  be  done 
about  those  towns  that  zone  out  all  industry  (or  low-income  housing) 
indiscriminantly.   Regionalization  of  government  is  a  controversial 
subject  which  we  are  not  prepared  to  enter  at  the  present  time.     This 
particular  element,  however,  seems  compatible  with  almost  any  kind  of 
regional  public  administration  policy.   It  should  be  studied  closely. 

Financing  economic  development:  development  banking  policy 

Several  times  in  this  report,  we  have  discussed  the  capital  market 
"failure"  in  Massachusetts.   To  recapitulate:  private  banks  are  often 
unwilling  to  lend  to  high-risk  enterprise  developers  and  those  high-interest 

1  f\ 

But  see  Harrison,  Urban  Economic  Development,  op.cit.,  ch.  7. 
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loans  that  are  forthcoming  often  saddle  the  recipient  with  a  debt-equity 
ratio  so  high  that  reinvestment  of  surplus  is  precluded,,   Venture  capital 
firms  are  after  growth,  so  that  their  equity  investments  will  bring  returns 
as  soon  as  possible;  other  objectives  of  economic  development  (e.g.  providing 
decent  jobs  for  older  mill-town  workers  or  inner-city  ex-addicts)  are  often 
inconsistent  with  maximizing  enterprise  growth.   Public  development  insti- 
tutions such  as  the  IDFAs  and  EDICs  depend  essentially  on  the  pvj  -hasing  of 
their  revenue  bonds  by  many  of  these  same  private  financiers  (or  m;ea.  rs 
from  the  same  income  class) ;  this  effectively  forces  these  agencies  to 
pursue  conservative  lending  policies  in  order  to  assure  a  regular  return 
to  those  investors  (in  many  cases,  the  businesses  financed  in  this  way 
have  credit  ratings  that  would  have  enabled  them  to  obtain  unsubsidized 
private  capital  to  begin  with).   In  fact,  all  programs  financed  by  revenue 
bonds  face  this  dilemma;  that  the  needs  of  their  backers  force  a  conserva- 
tive lending  mode  on  them,  even  though  the  need  for  high-risk  investments 
was  presumably  their  original  raison  d'etre.   From  this  perspective,  the 
Governor's  recent  proposal  to  create  an  Industrial  Finance  Agency  inside 
the  Massachusetts  Housing  and  Finance  Agency,    to  be  backed  by  revenue  bonds, 
looks  decidedly  less  innovative  than  the  Governor  has  made  it  out  to  be.   The 
same  criticism  applied  to  the  recently  passed  Mass.  Industrial  Development 
Corporation  Act  (the  "Rotenberg  Act"). 

Moreover,  none  of  the  existing  public  finance  institutions  provide 
either  project  planning  grants  or  equity  capital  to  new  enterprise  developers. 
Small  federal  programs  exist  for  the  provision  of  these  vital  "front-end" 
resources  to  firms  and  development  corporations  in  depressed  areas,  but  the 
agencies  involved  --  the  Office  of  Economic  Opportunity  and  the  Economic 


Governor's  Press  Release,  State  House,  Boston,  June  26,  1974,  Release 
No.  4/JE/60. 
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Development  Administration  --  are  among  the  federal  government's  least  well 
funded  or  politically  secure.   Small  Business  Administration  assistance  takes 
the  form  of  loan  guarantees  and  some  access  to  "set-aside"  subcontracts 
from  large  (mainly  military)  contractors.   All  told,  the  existing  public 
sector  resources  do  little  to  relieve  private  capital  market  failure,  either 
here  in  Massachusetts  or  anywhere  else. 

We  propose  that  serious  consideration  be  given  to  the  creation  of  a 
state  economic  development  bank,  which  would  provide  resources  to  a  state 
economic  development  corporation  (to  be  discussed  below) .  A  whole  range  of 

capital  assistance  services  would  then  be  possible:  project  planning  (i.e. 
feasibility  study)  money,  equity  investments,  low-and  unsubsidized-interest 
loans,  loan  and  mortgage  guarantees,  and  occasional  direct  investments  in 
public  enterprises. 

How  would  such  a  development  bank  be  financed?  Jim  Howell  has  in 
fact  proposed  just  such  a  state  bank,  but  he  would  fund  it  solely  by  the 
issuance  of  "New  England  Development  Notes",  to  be  purchased  by  private 
commercial  banks,  in  place  of  the  federal  notes  they  now  hold.   But  this 
takes  us  right  back  to  the  old  problem  that  a  bank  so  responsible  to 
private  capitalists  would  be  under  tremendous  pressure  to  enter  "a  conserva- 
tive lending  mode"  (this  point  should  perhaps  be  clarified,  so  that  we  are 
not  misunderstood.   There  is  a  difference  between  "responsible  financial 
management",  which  a  state  bank  would  certainly  be  expected  to  exhibit,  and 
"profit  maximization",  which  it  certainly  should  be  prevented  from  exhibit- 
ing!  Besides,  for  a  state  bank  to  "maximize  profits"  would  put  it  directly 
into  competition  with  the  private  banking  industry,  an  oft-expressed  basis 
for  opposition  to  the  kind  of  public  banking  we  are  proposing). 

Realistically,  some  portion  of  the  income  of  a  state  development  bank 
will  have  to  come  from  bonds  and  notes.   In  order  for  progressive  lending 
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and  investment  policies  to  be  possible,  however,  these  will  have  to  be  supple- 
mented with  public  sector  resources.   Some  legislative  appropriation  is  clearly 
in  order.   The  capital  appreciation  of  land  acquired  and  subsequently  resold 
to  the  private  sector  by  the  land  bank  could  also  be  a  source  of  income.   In 
addition,  Massachusetts  might  borrow  from  a  precedent  set  by  the  State  of 
North  Dakota  and  award  its  development  bank  a  monopoly  (or  at  least  a  major 

I  Q 

share)  of  the  Commonwealth's  treasury  deposits.    These  have  aee^  mi    in 
the  news  of  late,  with  State  Rep.  Francis  Hatch's  charge  that  the  Treasurer 

has  not  been  allocating  these  deposits  among  the  Commonwealth's  commercial 

19 

banks  so  as  to  maximize  the  state's  interest  income.    Hatch  charges  that 

Treasurer  Robert  Crane  has  been  favoring  banks  with  which  he  has  some  busi- 
ness or  personal  connection,  and  he  may  be  correct  in  that  charge,  for  all 

we  know.   But  in  all  the  support  which  Hatch  has  received  from  the  media 

20 

and  citizens'  groups  for  his  attack  on  "cronyism",   no  one  seems  to  have 

asked  the  rather  more  important  question:  why  should  the  state's  interest 
income  be  maximized?  If  the  forgone  earnings  can  be  used  to  leverage  des- 
perately needed  economic  development  (with  its  attendant  jobs,  wages  and 
tax  revenues),  the  Commonwealth  may  be  much  better  off  applying  the  funds 
to  this  larger  use.   Similar  arguments  hold  for  the  state's  pension  funds. 
In  fact,  even  without  a  state  economic  development  bank,  the  Common- 


The  Bank  of  North  Dakota  was  created  in  1919  as  part  of  a  populist  attempt 
to  save  the  homesteads  of  small  farmers.   It  was  awarded  (and  still  retains) 
a  monopoly  of  state  treasury  deposits,  which--together  with  income  from 
its  investments  and  sale  of  its  notes  to  private  banks--it  uses  to  assist 
high-risk  industrial,  commercial  and  agricultural  start-ups  and  state 
enterprises  (especially  in  water  resources).   Bank  profits  are  returned 
to  the  state  treasury. 

19  Boston  Globe,  March  28,  1974,  p.  26. 

20 

Cf.  "Mass  Action  Says  State  Loses  $30m  in  Money  Mismanagement",  Boston  Globe, 

May  9,  1974,  p.  70;  and  a  Globe  editorial,  "Mr.  Crane  and  the  Banks",  April  9, 

1974,  p.  22. 
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wealth's  treasury  deposits  and  other  idle  balances  could  be  put  to  work  in 
relieving  the  capital  shortage  by  the  introduction  of  a  "linked-deposit 
system",  according  to  which  those  funds  are  deposited  in  commercial  banks 
or  savings  and  loans  across  the  state  in  some  proportion  to  the  developmental 
lending  of  those  banks.   Illinois  has  an  especially  ingenious  and  successful 
linked-deposit  system  (see  Appendix  E  for  a  detailed  description).   In  the 
wake  of  the  Agnew  expose,  Maryland  has  now  adopted  the  Illinois  model    These 
precedents  should  be  given  careful  study,,   Deputy  Treasurer  Patrick  Sullivan 
may  be  correct  in  arguing  that  a  policy  of  dispersed  deposits  is  capable  of 
"buying"  the  state  an  improvement  in  the  distribution  of  income  among  its 
constituent  towns,  and  perhaps  even  greater  economic  growth  as  well  (on 
the  assumption  that  local  banks  invest  a  larger  proportion  of  their  assets 
inside  Massachusetts  than  do  the  big  Boston  banks;  "The  giant  banking 

industry  would. . .yield  larger  interest,  but  the  money  would  probably  be 

21 
invested  overseas  and  not  benefit  the  state"). 

Laymen  and  legislators  alike  have  been  confused  by  the  difference  between 
public  development  corporations  designed  to  make  money  and  those  designed  to 
expand  the  productive  capacity  of  the  economy,  and  therefore  the  derived 
demand  for  labor.   The  Rotenberg  Act,  passed  by  the  Legislature  and  signed 
by  Governor  Sargent  late  this  summer,  creates  an  Industrial  Development  Fund 
in  the  state  treasury,  and  a  Mass.  Industrial  Development  Authority  which 
would  draw  upon  it  to  make  small  loans  to  local  industrial  development 
agencies  around  the  state.   These  non-profit  agencies  would  secure  their 
matching  funds  by  floating  bonds;  these  bonds  and  mortgages  would  act  as 
collateral  against  possible  default  on  the  loans  from  the  Mass.  Industrial 
Development  Authority. 


21 

Boston  Globe,  March  29,  197':,  p.  27, 
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The  constitutional  prohibition  against  the  use  of  state  funds  for  direct 
loans  to  private  interests  has  put  the  legality  of  the  "Industrial  Development 
Fund"  in  some  doubt;  and  in  any  case,  the  Legislature  voted  no  appropriation  for 
the  Act.   But  the  real  issues  are  the  differences  between  debt  and  equity 
financing  and  interest  vs.  royalties.   Why  should  the  state  want  to  make  mon- 
ey (in  the  form  of  interest  on  its  loans  to  the  development  agencies)?  What 
would  it  do  with  the  bonds  and  mortgages  that  it  might  come  to   m  if 
projects  fail?  And  won't  the  need  to  sell  those  bonds  in  the  first  place 
force  the  same  old  conservative  mode  on  the  development  agencies  participa- 
ting?  In  short,  the  Rotenberg  Act  is  most  unlikely  to  produce  any  outcome 
that  is  significantly  different  from  the  outcome  of  the  IDFA  or  other  old 
programs! 

An  example  of  a  far-sighted  institutional  innovation  that  emphasizes 
equity  rather  than  debt  financing,  economic  development  rather  than  profit 
maximization,  and  royalty  rather  than  interest  income  for  the  state,  is  the 
new  Connecticut  Product  Development  Corporation.   CPDC  is  set  up  to 
eschew  state  ownership  of  stock  in,  or  the  earning  of  significant  interest 
income  from,  new  enterprises.   Instead,  grants  are  made  to  new  ventures, 
from  funds  generated  by  the  sale  of  (so  far)  $10  million  in  general  ob- 
ligation bonds,  based  upon  the  "full  faith  and  credit"  of  the  state  government 
itself  (this  provision  is  currently  being  tested  in  the  Connecticut  courts) . 
If  projects  fail,  so  be  it;   that  is  the  risk  the  state  takes  in  trying 
to  expand  production  and  employment.   If  projects  succeed,  to  the  point 
where  actual  output  is  being  produced  and  sold,  then  the  state  takes  a 
small  royalty  on  sales,  which  reverts  to  the  Corporation  for  use  in  making 
further  loans. 

This  is  precisely  the  basic  idea  behind  our  own  suggestion.   Massachu- 
setts needs  an  economic  development  bank  that  will  produce  output  wages  and 
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jobso   The  generation  of  interest  income  (and  further  business  for  bond  sales- 
men) is  not  what  we  should  be  about » 

A  state  economic  development  corporation 

This  is  the  key  to  the  entire  development  program,,   A  state  economic 
development  corporation  (EDC)  would  be  the  chief  operating  agency  of  the 
Executive  Office  ultimately  designated  as  in  charge  of  economic  development. 

The  EDC  would  respond  to  requests  fjr  planning  grants,  equi   i'   3t- 
ments,  loans  and  loan  guarantees  fro.n  private  firms,  fledgling  entrepreneurs, 
the  state's  own  economic  development  office,  community  and  municipal  devel- 
opment groups o   But  it  could  also  initiate  investment  activity  in  those 
industries,  occupations,  and  locations  established  as  targets  by  the  state 
economic  development  office  in  its  current  "plan",, 

The  EDC  would  be  financed  by  legislative  appropriations,  income 
from  joint  ventures  and  other  investments,  interest  and  royalty  payments, 
and  (principally)  by  transfers   from  the  state  economic  development  bank. 

In  addition  to  channeling  financial  resources,  the  corporation  could 
provide  technical  assistance  of  the  kind  discussed  at  length  earlier  in 
this  part  of  the  report.   It  could  also  guarantee  the  mortgages  of  enter- 
prises and  projects,  perhaps  (as  with  its  general  investment  policies)  on 
a  priority  basis,  with  developers  who  address  themselves  to  the  state's 
industry-occupation-location  targets  receiving  such  priorities  (all  of  the 
other  New  England  states  already  have  publicly  underwritten  mortgage  in- 
surance for  new  manufacturing  enterprises.   House  bill  4437  would 
provide  such  a  service  in  the  Bay  State.)   And  it  could  provide 
assistance  in  upgrading,  converting,  or  transferring  older  plants  to 
local  worker,  business,  municipal  or  community  groups.   Indeed,  the 
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EDC  might  take  the  initiative  in  planning  such  conversion  or  rehabilitation 
projects.   Some  outstanding  (and  apparently  successful)  examples  of  such 
conversion  are  to  be  found  in  Northern  California,  where  several  jurisdic- 
tions (notably  San  Francisco  and  Marin  County)  have  converted  old  manufac- 
turing facilities  into  bright  new  retail-service  complexes  such  as  San 
Francisco's  Ghirardelli  Square, 

This  combination  of  functions  is  deliberately  patterned  ar:.er  the 
World  Bank  (International  Bank  for  Reconstruction  and  Development),  c  j 
of  the  most  "synergistic"  institutions  in  the  world. 

Initially,  at  least,  the  state  should  retain  the  Massachusetts  Science 
and  Technology  Foundation  (MSTF),  folding  it  into  the  proposed  EDC  as  a 
kind  of  special  "bureau"  in  charge  of  screening  and  recommending  loans  and 
investments  for,  and  providing  technical  assistance  to,  the  new  "high 
technology"  sector  (technology  transfer  is  also  a  major  activity  of  the 
World  Bank) „  MSTF,  Associated  Industries  of  Massachusetts,  and  Jobs  for 
Massachusetts  are  sponsoring  a  bill  (a  revised  version  of  Senate  836)  to  create 
a  Massachusetts  Technology  Development  Corporation  which  would,  among  other 
things,  fund  the  technology  transfer  activities  of  MSTF«   This  important 
draft  legislation  has  serious  drawbacks,  among  which  are  the  ineligibility 
for  assistance  of  non-profit  or  quasi-public  developers  who  might  also  get 
into  the  "new  technology  product"  game;  a  completely  arbitrary  royalty-setting 
power;  an  intention  to  consistently  charge  interest  rates  above  the  current 
prime  rate,  which  will  effectively  preclude  participation  by  many  minority 
or  low-income  community  groups  who  cannot  afford  (and  should  not  try)  to 
undertake  such  debt;  and  a  total  absence  of  concern  for  or  interest  in 
affirmative  action  in  its  investment/ lending  policies „   It  does  have  an 
ingenious  funding  provision  that  gives  MSTF  an  incentive  to  take  an 
expansionary  posture  with  respect  to  the  generation  of  new  business  (see 
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Sees.  II06  and  11.7  of  the  bill).   In  any  case,  the  whole  thing  would  be 
superfluous,  were  the  state  to  create  a  general  purpose  economic  development 
corporation  subsuming  MSTF,  and  that  is  our  recommendation,, 

The  EDC  might  be  divided  internally  into  a  number  of  regional 
"desks",  each  staffed  by  professionals  charged  with  focusing  on  a  particular 
area  of  the  state,  such  as  the  Southwest  Corridor  of  Boston,  the  Berkshires, 
or  the  Montachusett  region  with  its  plastics  industry  that  hps    \  .en   so 
severely  impacted  by  the  energy  crisis  (again,  note  the  similarity  to   :e 
internal  organization  of  the  World  Bank,  with  its  "country  desks"),  A 
model  for  such  a. regional  "desk"  is  provided  by  the  Southwest  Corridor  Plan- 
ning and  Economic  Development  District  Bill  (House  5015),  submitted  to  the 
legislature  by  Reps.  Mel  King  and  Barney  Frank,,   The  particular  objective 
of  this  bill  is  to  lay  the  groundwork  for  a  designation  of  the  swatch  of 
inner  city  land  cleared  for  the  subsequently  aborted  interstate  highway 
project  as  a  federal  Economic  Development  Administration  Development 
District.   But  the  "regional  planning  and  economic  development  commission" 
whose  functions  the  bill  describes  in  detail  are  also  precisely  what  we 
have  in  mind  for  the  area  desks  in  the  proposed  EDC. 

During  this  session  of  the  legislature,  a  number  of  special  (or  limited- 
purpose)  development  corporation  bills  were  introduced.   House  4033  would 
establish  a  Massachusetts  Industrial  Development  Corporation  (patterned  on 
the  very  successful  Pennsylvania  model) „   House  5016  would  create  a 
Massachusetts  Economic  and  Environmental  Development  Corporation.  A  bill 
to  be  submitted  by  the  Black  Caucus  will  seek  to  establish  a  Massachusetts 
Business  and  Community  Development  Corporation,  whose  loans  and  investments 
would  be  restricted  by  law  to  the  low-income  and  depressed  areas  of  the 
Commonwea 1 th . 
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All  of  these  bills  have  particular  merits,  especially  the  Caucus  proposal, 
from  which  we  have  freely  borrowed  in  our  own  EDC  recommendation .   But  they 
are  all  too  narrow  in  scope.  An  economic  development  corporation  ought  to 
be  able  to  move  into  any  area  of  the  state,  and  into  any  sector  of  the  economy 
(not  just  manufacturing  or  building  construction).   Economic  development  is 
needed  throughout  the  Commonwealth,  not  just  in  low-income  areas.   If  this 
need  can  be  communicated  to  all  of  the  citizens  of  MassachusPtt    there  will 
be  more  political  support  for  a  general-purpose  development  corporation  than 
is  likely  to  be  forthcoming  for  ar.  entity  limited  to  poverty  areas  alone. 

Coordinated  use  of  federal  grants  and  shared  revenue 

Finally,  there  are  a  number  of  present  or  pending  federal  government 
programs  which  might  be  exploited  in  order  to  obtain  some  additional  financ- 
ing for  the  ambitious  program  of  state  economic  development  outlined  in  these 
last  pages o  We  have  already  referred  to  the  Comprehensive  Employment  and 
Training  Act,  and  suggested  ways  in  which  CETA  funds  might  be  used  to  create 

useful  public  service  jobs  to  cushion  the  dislocations  created  by  the  attempt 

22 
to  restructure  the  private  economy  of  Massachusetts,    We  have  also 

mentioned  EDA/Dept.  of  Commerce  Programs.   The  latter  are  more  uncertain, 

given  the  low  priority  attached  to  this  agency  by  the  White  House.   0E0 

funds  can  no  longer  be  counted  on  at  all,  for  the  same  reason. 

The  New  England  Regional  Commission  has  already  received  $1.4  million 

from  the  Department  of  Commerce  to  study  transportation  and  energy  problems 

in  the  area;  additional  funds  for  experimentation  and  demonstration  should 

now  be  sought.   The  congress  is  presently  considering  a  measure  that  "would 

provide  $120  million  over  three  years  in  grants  to  states  and  cities  to  help 


22 

Unhappily,  Governor  Sargent  and  Secretary  Newman  have  already  decided  to 

allocate  over  twice  as  much  of  their  CETA  funds  to  training  as  to  public 

service  employment.   Boston  Globe,  June  8,  1974,  p.  3. 
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them  promote  export  projects  in  their  regions,.   The  bill  would  also  establish 

a  new  Federal  Export  Agency  within  the  Commerce  Department  to  run  the  grant 

23 

program  and  set  up  training  courses  to  help  boost  U.S.  exports."    Massachu- 
setts Congressmen  should  be  encouraged  to  lobby  strongly  for  this  legislation. 

The  U.S,  Department  of  Health,  Education,  and  Welfare  has  announced  a 
grant  of  $1<>89  million  to  the  Commonwealth.   "The  grant  will  pay  for  training 
2,000  emergency  medical  technicians  at  70  locations  throughot  :  _.,e  s'  f  e,  buy 
10  to  15  ambulances  to  be  allocated  according  to  need,  finance  the  training 
of  some  nurses  and  doctors  in  emergency  care  and  some  police  and  firemen  in 
' first-responder '  care,  and  pay  for  planning  of  a  statewide  emergency  medical 
communication  system. 

This  is  an  excellent  example  of  a  program  conducive  to  state  economic 
development.   The  output  (service)  is  needed,  the  jobs  and  training  are 
forward-looking  and  "primary"  in  nature,  and  much  of  the  cost  is  being 
borne  by  the  federal  government,,   In  terms  of  the  sites  receiving  assistance 
and  the  individuals  recruited  for  training,  programs  like  this  should  be  tied 
in  as  quickly  as  possible  to  the  overall  state  economic  development  effort. 


23 

Boston  Globe,  June  15,  1974,  p.  10, 

24  Boston  Globe,  July  4,  1974,  p.  62. 
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VII.   Whither  Reorganization? 

Finally,  we  are  in  a  position  to  comment  on  the  impending  executive  re- 
organization. What  do  these  observations  on  state  economic  development  policy 
have  to  say  about  the  organization  of  the  administrative  apparatus  for  imple- 
menting that  policy?  These  comments  will  be  very  brief,  as  the  principal 
mission  of  this  project  has  been  to  examine  the  substantive  policies  rather 
than  the  question  of  "reorganization"  per  se. 

Without  exception,  every  person  interviewed  (including  officials  of  the 
agency)  felt  that  the  first  administrative  priority  should  be  to  "do  something 
about  the  Department  of  Commerce  and  Development,"  wherever  it  is  ultimately 
placed  on  the  state  organizational  chart.   This  amounts  both  to  an  increased 
budget  and  a  transformation  of  the  staff  of  the  agency  into  a  technical 
support  group  capable  of  performing  the  range  of  tasks  outlined  in  this  report. 

With  respect  to  budget,  it  is  incredible  to  us  that  DCD  is  currently 
not  financed  out  of  general  tax  revenue;  rather,  all  of  its  budget  is  supported 
by  an  automatic  share  of  the  state  hotel  and  motel  (room  occupancy)  tax.   Not 
only  does  this  weaken  the  line  responsibility  of  the  agency — the  Governor's 
control  over  an  agency  with  an  independent  source  of  income  is  inevitably 
weakened,  and  the  Governor  is,  after  all,  the  one  who  is  elected — but  this 
tax  depends  directly  on  tourism,  one  of  the  sectors  of  the  economy  which 
must  eventually  undergo  structural  transformation  if  we  are  to  make  our  labor 
force  more  self-sufficient  and  reduce  our  welfare/unemployment  insurance 
burden. 

According  to  Arthur  D.  Little,  in  1968,  industrial  development  expen- 
ditures per  capita  in  Massachusetts  were  far  below  those  of  even  neighboring 
states,  i.e. 
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Massachusetts  $.26  per  capita 

Rhode  Island      .37 

Maine  .53 

New  Hampshire     .54 

Vermont  1 .  84 

No,  Carolina  2.28 

SOURCE:  ADL,  Fostering  Industrial  Growth. .. ,op.cit. ,p. 11. 
More  recent  data  are  not  available,  but  the  professional  judgment  of  many  of 
those  whom  we  interviewed  was  that  the  rank  of  Massachusetts  on  this  list 
has  probably  not  changed  much  in  recent  years.   Moreover,  the  ADL  dat..  efer 
only  to  industrial  development.  What  the  overall  economic  development  ex- 
penditures per  capita  are  has  not  been  computed;  it  might  well  be  even  lower. 
No  one  should  doubt  that  the  program  implied  by  the  recommendations  of  this 
report  will  be  very  expensive. 

The  upgrading  of  the  staff  of  DCD  could  begin  by  the  performance  of 
a  job  task  analysis  on  the  agency's  jobs.  Where  necessary  and  relevant, 
job  redesign  and  internal  training  (or  retraining)  programs  should  be  in- 
stituted, to  enable  existing  staff  to  convert  to  the  newly  required  func- 
tions.  In  many  cases,  however,  new  hiring  from  outside — especially  for 
highly-skilled  planners,  accountants,  etc. --will  be  necessary.   Civil 
service  jobs  can  be  filled  through  normal  turnover,  with  the  agency  speci- 
fying the  particular  tasks  needed  in  a  request  to  the  State  Civil  Service 
Commission  for  "selective  certification."  This  will  increase  the  probability 
that  the  agency  will  get  the  kinds  of  workers  it  needs. 

Several  interviewees  and  correspondents  told  us  that  they  thought  the 
only  way  to  convince  the  business  community  that  the  state  was  truly  serious 
about  an  economic  development  effort  would  be  for  it  to  create  a  Secretariat 
of  Economic'  Development.  We  share  this  belief.   Subordinating  economic 
development  to  any  other  agency  or  function  sends  the  wrong  signals  to  the 
public.   The  current  situation,  with  a  poorly  funded,  poorly  staffed  development 

department  subordinated  to  a  well-publicized,  well-managed  manpower  agency,  is 
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not  conducive  to  giving  the  kind  of  priority  to  development  that  this  Report 
is  all  about.   The  problem  is  not  (as  some  have  said)  that  "manpower  compen- 
sates the  losers,  while  development  tries  to  reduce  the  need  for  there  being 
losers;  therefore  development  should  be  'over'  manpower".  As  we  have  tried 
to  show,  manpower  policy  can  also  promote  the  growth  of  the  economy,  as  well 
as  address  distributional  goals  within  the  labor  force.   But  theie  is^  an 
important  logical  and  technical  argument  for  keeping  economic  do  2I0" i^nt 
and  manpower  together.   Both  functions,  to  a  substantial  degree,  are  in 
business  to  provide  inputs  to  the  production  process,  i.e. 

jrofits 


taxes' 


ijf1 

Production  y^ 

jobs,  wages 


T       f 


capital    manpower 
inputs     service 
(DCD)      inputs 

(MANPOWER) 

The  idea  of  a  technical  assistance  task  force,  discussed  at  some  length 
earlier  in  this  Report,  shows  again  why  the  economic  development  and  manpower 
functions  should  be  combined  under  one  management.   Only  in  this  way  can  a 
single  force  be  staffed  with  technicians  from  both  areas.   Otherwise,  at  best, 
one  agency  will  have  to  "borrow"  staff  from  another,  and  at  worst,  the 
task  forces  would  have  to  be  duplicated--one  going  out  from  Manpower,  another 
operating  out  of  DCD.   This  would  be  terribly  inefficient  (and  might  also  tax 
the  patience  of  the  employers  being  visited).  Albert  Bogdan  of  the  Pittsfield 
Urban  Coalition  calls  for  a  combined  manpower  and  economic  development  agency 
on  just  such  grounds. 

But  there  is  also  a  technical  linkage  between  economic  development  and 
community  affairs.  At  the  local  level,  the  currently  available  institutions 
already  under  DCD  regulation  or  influence — the  IDFA's,  EDIC's,  etc. --are 
very  weak.   On  the  other  hand,  the  most  powerful  local  agencies — urban 
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renewal,  housing  authorities,  and  zoning  boards--are  strongly  influenced  (and 
in  some  cases  fully  controlled)  by  the  Department  of  Community  Affairs,   These 
agencies  should  be  enlisted  in  the  economic  development  effort.   But  this 
would  require  uniting  DCA  and  DCD  at  the  state  level,  again  to  avoid  duplica- 
tion or  interference  in  the  signals  issuing  from  Beacon  Hill  down  to  the  local 
level „   Boston's  Director  of  Commerce  and  Manpower,  Gerald  Bush,  believes 
such  control  over    -type  activities  tc  be  crucial  to  any  econor  c    ^lop- 
ment  program;  he  estimates  that  fully  half  of  Boston's  loss  of  30,000  jobs 
over  the  last  decade  was  due  to  urban  renewal.   In  any  case,  we  strongly  be- 
lieve that  economic  development  and  the  consequent  reduction  in  subemployment 
are  necessary  if  we  are  to  achieve  the  conditions  conducive  to  the  stabiliza- 
tion of  the  quality  of  the  state's  housing  and  the  improvement  of  the  climate 
for  expanded  private  housing  investment. 

Another  very  strong  argument  for  combining  these  interrelated  functions 
into  a  single  secretariat  was  made  by  the  Rexnord  Corporation's  Division 
Personnel  Manager,  Robert  MacQueen,  in  a  letter  to  Representative  Anthony 
Scalli.   Not  only  is  integration  a  good  organizational  device  for  creating 
accountability  and  coordination,  but  it  also  makes  it  possible  for  a  cabinet 
secretary  to  order  changes  in  budget  priorities  at  different  times,  as 
conditions  warrant.   With  economic  development,  manpower,  and  community 
development  lodged  in  separate  agencies,  only  the  Governor  can  really  decide 
that  one  should  have  its  budget  slashed  next  year,  to  beef  up  the  budget  of 
another,  and  at  the  gubernatorial  level,  that  would  inevitably  become  a 
highly-charged  political  fight  which  would  seriously  slow  down  the  process, 
A  cabinet  secretary  could  effect  such  a  reallocation  internally,  more  quick- 
ly and  easily  than  i:he  Governor  could  ever  do. 
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It  happens  that  MacQueen  uses  this  argument  to  support  the  creation  of 
a  "supersecretariat"  to  incorporate  economic  development,  manpower,  and 
community  affairs.   The  Governor's  own  proposal  is  to  create  a  new  Department 
of  Economic  Development  and  Employment,  leaving  Community  Affairs  on  its  own. 
There  are  even  some  who  advocate  the  return  of  DCD  to  Community  Affairs,  to 
be  kept  separate  from  Manpower. 

The  technical  linkage  and  administrative  control  arguments  [  2rs  i^e  us 
that  all  three  functions  should  be  combined  into  a  new  State  Office  of  Econo- 
mic Development  (OED) ,  with  divisions  dealing  with  manpower,  commerce,  and 
urban  renewal.   The  most  important  function  of  such  a  "supersecretariat" 
would  be  to  serve  as  an  economic  planning  agency,  which  the  citizenry  could 
ultimately  hold  responsible  for  proposing  (and  costing  out)  concrete  economic 
development  plans,  and  managing  the  public  debate  over  such  plans.   Gradually, 
the  initiation  of  such  proposals  (and  perhaps  the  authority  to  operate  many 
of  the  programs  themselves)  might  pass  to  the  people  of  the  Commonwealth, 
in  their  community  and  work  organizations.  Even  then,  a  powerful  and  high- 
level  agency  will  be  needed  to  organize  the  process  and  act  as  a  continuing 
advocate  for  economic  planning. 

Equipped  with  the  kinds  of  powers  and  programs  outlined  in  Parts  V  and 
VI  of  this  report,  this  economic  planning  agency  could  set  targets  and  make 
forecasts  ("indicative  planning").   It  could  draw  upon  the  resources  of  state 
economic  development  and  land  banks  to  make  loans  and  investments  in  new 
productive  enterprises  in  different  regions  of  the  state  (see  Figure  VII. 1). 
In  any  particular  region  (or  inner  city),  this  Office  of  Economic  Development 
would  be  capable  of  providing  or  facilitating: 

-  short  run  financial  assistance  to  old  companies  gradually 
phasing  out  of  operation 
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-  local  public  service  employment 

-  recruiting  of  new  businesses  from  elsewhere 

-  the  placement  of  government  offices  in  the  area  as  a 
commercial  stimulant 

-  the  design  of  urban  renewal  and  zoning  controls  to 
accommodate  the  particular  needs  and  plans  of  the  area 

-  state  procurement  contracts  for  local  businesses 

-  the  search  for  local  "latent  businessmen"  and  economic 
development  organizations 

-  conventional  technical  assistance  to  existing  firms  in  the  city 
Some  have  argued  that  such  an  important  function  should  never  be  entrusted 

to  a  government  agency  because  of  the  short  horizon  of  elected  officials. 
When  the  Governor's  office  changed  incumbents,  the  plans  (and  even  some  of 
the  personnel)  of  an  Office  of  Economic  Development  would  probably  change 
along  with  it.  And  officials  running  for  office  would  be  tempted  to  use  the 
OED  to  promote  their  own  political  fortunes  by  "espousing  popular  causes." 
Others  fear  the  opposite  problem,  the  "freezing"  into  tenured  civil  service 
status  of  an  incompetent  staff  of  "political  appointees."  Both  views  lead 
their  proponents  to  argue  against  placing  an  OED  inside  the  state  government 
at  all.   Instead,  a  quasi-public,  legally  independent  agency  is  advocated. 


FIGURE  VII. 1 

Possible  Configuration  of  Agencies  Related  to  a  New 
Office  of  Economic  Development 
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Although  there  is  ample  justification  for  these  fears—the  existing 
Department  of  Commerce  and  Development  being  a  case  in  point--we  take  the 
position  that  elected  officials  should  be  responsive  to  the  electorate,  and 
that  civil  service  is  an  essential  mechanism  for  protecting  able  bureaucrats 
from  the  very  political  interference  so  feared  by  the  critics.  What  is  wrong 
with  DCD  is  the  poor  quality  of  its  staff  and  its  lack  of  coherent  strategy, 
not  the  fact  that  the  staff  are  tenured! 

In  any  case,  whatever  administrative  apparatus  is  finally  chosen--and 
many  options  should  be  examined--it  is  absolutely  essential  that  the  Legisla- 
ture and  Executive  realize  that  the  reorganization  itself  is  much  less  impor- 
tant than  the  decision  to  undertake  (and  fund)  a  substantially  expanded  eco- 
nomic development  effort.   New  names  for  old  bottles  will  simply  not  do. 
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VIII.  Postscript 

In  his  now  famous  "job  development"  speech  of  June  26,  1974,  at  the 

First  National  Bank,  Governor  Sargent  told  his  audience  of  businessmen,  labor 

leaders,  and  representatives  of  the  media: 

Our  problems  do  not  originate  within  our  borders,,   The 
energy  crisis,  base  closings,  cutbacks  in  housing  funds, 
in  defense,  research  and  development  all  flow  from  na- 
tional policies,  national  problems . 

Would  that  it  were  so.   Certainly,  if  these  events  hadn't  occurred,  if  the 
Nixon  Administration  had  been  more  interested  in  domestic  welfare  and  less 
interested  in  international  grandstanding  and  internal  subversion,  the 
Commonwealth  of  Massachusetts  (like  the  rest  of  the  country)  would  be 
better  off0  At  least  measured  unemployment  would  be  lower. 

But  what  about  sub employment  --  and  therefore  welfare,  unemployment 
compensation,  the  depreciation  of  worker  skills,  the  dissolution  of  fami- 
lies? In  1968--under  a  Democratic  President  and  with  the  substantial  help 
of  a  wartime  economic  boom--the  U.S.  unemployment  rate  fell  to  3«870.  Yet  in 
that  same  year,  according  to  one  measure  of  subemployment,  over  a  tenth 
of  those  Americans  working,  looking  for  work,  or  discouraged  after  a  period 
of  fruitless  job  search  either  had  no  jobs  at  all,  had  given  up  looking, 
were  involuntarily  part-time  employed,  or  were  trapped  in  jobs  paying 

poverty  wages!    In  the  Roxbury  section  of  Boston,  just  two  years  earlier, 

2 
almost  257o  of  the  work  force  was  subemployed. 

In  the  period  1966-68,  there  was  no  energy  crisis,  our  military  bases 
were  flourishing  with  war  orders,  the  Great  Society's  housing  programs  had 
a  full  head  of  steam,  and  R&D  complexes  (like  those  along  Massachusetts' 


1 

Sar  Levitan  and  Robert  Taggart,  "Earnings  and  Employment  Inadequacy," 

Monthly  Labor  Review,  October  1973,  table  4. 

o 

Harrison,  Education,  Training,  and  the  Urban  Ghetto,  op„cit.,  [•   74« 
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Route  128)  were  booming  with  contracts  from  the  Pentagon  and  NASA.  Apparently, 
we  were  all  too  mesmerized  by  our  apparent  good  fortune  to  perceive  that  the 
structure  of  the  economy-especially  older  economies  like  that  of  the  Bay 
State--was  undergoing  a  change:  a  change  for  the  worse.   Simply  put:  the 
Massachusetts  economy  split  in  two,.   The  "glue"  that  had  previously  held  it 
together--especially  the  older  manufacturing  industries  requiring  modest 
skills  but  paying  relatively  good  wages--was  drying  up,  and  no  o  •  w 
prepared  to  make  room  in  the  emerging  "glamour  industries"  for  those  dis- 
placed in  the  process,  not  to  mention  the  unskilled  newcomers  to  the  state 
trying  to  find  a  place  for  themselves  in  the  labor  marketo   Instead,  we 
proliferated  low-wage,  unstructured,  "dead-end"  service  and  manufacturing 

jobs.  As  this  "secondary  labor  market"  came  to  be  the  "world  of  work"  for 

3 
a  growing  number  of  our  workers,   the  social  and  private  costs  associated 

with  keeping  these  workers  alive  have  risen,  to  the  point  where  they  are 

now  probably  the  most  significant  costs  of  doing  business  for  most  firms. 

Unemployment  is  easy  to  see--and  to  blame  on  the  actions  of  others. 
Underemployment  is  like  the  submerged  seven-eighths  of  the  proverbial 
iceberg:  hard  to  see  but  massive  in  its  ability  to  block  further  progress, 

A  distinguished  MIT  economist,  Professor  Charles  Un^Ufce^g*^   has 
said  of  the  distinction  between  economic  growth  and  economic  development : 

Economic  growth  means  more  output,  but  economic  development 
implies  both  more  output  and  change  in  the  technical  and 
institutional  arrangements  by  which  it  is  produced. 

Massachusetts  has  exhausted  the  growth  potential  of  its  old  economy.   Old 

institutions  and  programs  will  no  longer  do.   Social  and  economic  change  is 


Earlier,  we  showed  that  the  share  of  average  annual  state  employment  in  the 
most  obvious  secondary  labor  market-type  industries  has  not  declined  much 
in  a  decade.   Since  turnover  is  much  higher  in  the  secondary  than  in  the 
primary  labor  market,  and  since  turnover  has  risen  over  time,  it  is  a  good 
bet  that  the  total  number  of  workers  in  secondary  jobs  has  risen,  too. 

^  Charles  P.  Kindleberger,  Economic  Development  (N.Y.:  McGraw-Hil  ,  1965, 
2nd  edo),  p.  3o 
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needed. 

Economic  development  is  needed. 
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APPENDIX  A 
Interviewees  and  Correspondents 
The  following  persons  were  either  interviewed  by  the  staff,  during  the 
course  of  the  project,  or  corresponded  with  us  (or  with  the  Committee  Chairmen 
Allan  McKinnon  and  Anthony  Scalli).  We  are  grateful  for  their  assistance  and 
advice. 


Richard  Ames,  Boston  Model  Cities  Program 

Thomas  Atkins,  Executive  Office  of  Communities  and  Development,  Commonwealth 

of  Massachusetts 
Solomon  Barkin,  University  of  Massachusetts -Amherst 
Robert  Barton,  Association  of  Technical  Professionals 
George  Beaton,  Massachusetts  Bureau  of  Building  Construction 
Elbert  Bishop,  Massachusetts  Law  Reform  Institute  and  Southwest  Corridor 

Land  Coalition 
Barry  Bluestone,  Boston  College 
Al  Bogdan,  Pitts  field  Urban  Coalition 
John  Buckley,  Buckley  &  Company 

Gerald  Bush,  Office  of  Commerce  and  Manpower,  City  of  Boston 
Frederick  Centanni,  Department  of  Commerce  &  Development,  Commonwealth 

of  Massachusetts 
Lewis  Crampton,  Department  of  Community  Affairs,  Commonwealth  of 

Massachusetts 
Paul  Cravedi,  Worcester  Cooperation  Council,  Inc. 
Peter  DiCicco,  New  England  District  Council,  AFL-CIO,  IUE 
Douglas  Dillman,  The  Horn  Corporation 
Peter  Doeringer,  Boston  University 
Henry  Emerson,  First  National  Bank  of  Boston 
Edwin  Estle,  New  England  Telephone 
Norman  Faramelli,  Boston  Industrial  Mission 
Jeffrey  Forman,  Boston  Model  Cities  Program 
Bonny  Franke,  State  Board  for  Technical  and  Comprehensive  Education, 

South  Carolina 
Richard  Frost,  Industrial  Consultant 
Alex  Ganz,  Boston  Redevelopment  Authority 
Richard  Gilliland,  formerly  with  the  Division  of  Employment  Security, 

Commonwealth  of  Massachusetts 
Frederic  Glantz,  Federal  Reserve  Bank  of  Boston 
George  Gols,  Arthur  D.  Little,  Inc. 
Eric  Gray,  Circle  Associates 

Mark  Hodax,  Center  for  Community  Economic  Development 
Brad  Honoroff,  Massachusetts  Law  Reform  Institute 
James  Howell,  First  National  Bank  of  Boston 
Gary  Jefferson,  Department  of  Community  Affairs,  Commonwealth  of 

Massachusetts 
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James  Kane,  Executive  Office  of  Manpower  Affairs,  Commonwealth  of  Massachusetts 

Albert  Kelley,  Boston  College  and  the  Massachusetts  Board  of  Economic  Advisors 

Paul  Kelley,  Massachusetts  Science  and  Technology  Foundation 

James  Kelso,  Greater  Boston  Chamber  of  Commerce 

Edwin  Kepler,  Montachusett  Economic  Opportunity  Council 

Mel  King,  Massachusetts  State  Legislature  and  Massachusetts  Institute  of  Technology 

Claude  Lancome,  Action  for  Boston  Community  Development 

Charles  Langenhagen,  Williamson  Corporation 

Murray  Leaffer,  Bureau  of  Labor  Statistics,  New  England  Region 

Ronald  Lloyd,  Pennsylvania  Industrial  Development  Authority 

Philip  LoPresti,  East  Boston  Community  Development  Corporation 

Ernest  Lucci,  Department  of  Tourism,  Commonwealth  of  Massachusetts 

Robert  MacQueen,  Rexnord  Corporation 

Peter  Menconeri,  Boston  Redevelopment  Authority 

Andrew  Monahan,  128  Publishing  Company 

Thomas  Mosher,  Greater  Boston  Chamber  of  Commerce 

Walter  Muther,  Associated  Industries  of  Massachusetts 

Mary  Newman,  Executive  Office  of  Manpower  Affairs,  Commonwealth  of 

Massachusetts 
Arthur  Obermayer,  Moleculon  Research  Corporation 
Charles  Palmer,  State  Board  for  Technical  and  Comprehensive  Education, 

South  Carolina 
Michael  Piore,  Massachusetts  Institute  of  Technology 
Richard  Pline,  New  Bedford  Model  Cities  Program 
Karen  Polenske,  Massachusetts  Institute  of  Technology 
Norman  Randell,  General  Electric  Corporation 
Clyde  Reynolds,  Central  Massachusetts  Employers'  Association 
David  Rosenbloom,  Parkman  Center  for  Urban  Affairs 
Eleanor  Rowe,  Massachusetts  Division  of  Employment  Security 
Lewis  Shattuck,  Smaller  Business  Association  of  New  England 
Frank  Shaw,  Arthur  D„  Little,  Inc. 

Natasha  Shkylnik,  Massachusetts  Institute  of  Technology 
Myer  Shockett,  Executive  Office  for  Administration  and  Finance, 

Commonwealth  of  Massachusetts 
John  Silvers,  Massachusetts  Science  and  Technology  Foundation 
Daniel  Slade,  Cricket  Press 
Donald  Smith,  Illinois  State  Treasury 
E.  Russell  Sprague,  Tampax,  Inc. 

Barry  Stein,  Center  for  Community  Economic  Development 
Matthew  Stepansky,  Central  Massachusetts  Employers'  Association 
William  Sugrue,  Department  of  Commerce  and  Development, 

Commonwealth  of  Massachusetts 
Joseph  Sullivan,  Massachusetts  State  Labor  Council 
Andrew  Sum,  Northeastern  University 
Eric  Swider,  South  Shore  Chamber  of  Commerce 
Frank  Thome,  General  Electric  Corporation 
H.  Lo  Thorndal,  Bank  of  North  Dakota 

William  Toole,  Southeastern  Regional  Planning  and  Economic  Development  Commission 
David  Turner,  Department  of  Commerce  and  Manpower,  City  of  Boston 
Ken  Volkman,  Bureau  of  Labor  Statistics,  New  England  Region 
Brad  Yoneoka,  Massachusetts  Institute  of  Technology  and  Circle  Associates 
R.  B.  Young,  Acushnet  Corporation 
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APPENDIX  B 

A  Brief  History  of  the  Concept  of  State  Economic 

Development  Planning 

(this  is  an  extract  from  a  memorandum  pre- 
pared for  Speaker  Bartley  by  David  Bird) 

Traditionally,  state  economic  development  has  seesawed  between  a  planning 
function  and  a  promotional  function. 

Up  through  the  Civil  War,  the  planning  function  was  dominant.   The  build- 
ing of  most  of  the  railroads,  the  creation  of  the  Inland  Waterway,  the  develop- 
ment of  a  national  banking  system  and  the  protection  of  infant  industries  are 
examples  of  the  planning  function  which  was  largely  led  by  the  federal  govern- 
ment up  through  the  Jackson  era- 

After  Jackson,  the  industrial  revolution  and  laissez-faire  capitalism 
tended  to  make  the  promotional  function  take  over  on  a  state,  rather  than  a 
national  basis.   State  rivalry  for  the  development  of  the  west  was  dominant 
during  this  time. 

The  planning  tradition  re-emerged  in  1890  as  a  reaction  to  the  excess  of 
rapid  economic  growth  and  an  intense  campaign  by  conservationists.   Planning 
was  not  so  much  directed  at  this  time  to  development  and  growth  as  it  was  to 
the  preservation  of  what,  now,  are  called  environmental  values. 

In  the  early  1920' s,  the  New  York  State  Commission  on  Housing  and 
Regional  Planning  created  by  Governor  Smith  undertook  the  first  really  com- 
prehensive state  exercise  in  overall  social  and  economic  development  plan- 
ning.  This  work  was  continued  by  Governor  Roosevelt  whose  administration 
conducted  the  first  state  land  use  planning  exercise  under  a  Commission  of 
Rural  Planning  and  Housing,  assigned  to  study  the  question  of  how  population 
and  industry  might  be  better  distributed  throughout  the  state. 
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During  the  Depression  years,  largely  because  of  the  work  of  the  National 
Industrial  Recovery  Administration,  and  later  the  National  Resources  Committee, 
42  states  had,  by  1937,  established  statutory  planning  boards.   Because  most 
of  the  money  for  these  boards  came  from  the  federal  government,  there  was  a 
lack  of  basic  political  commitment  to  them  by  the  states.  Also,  their  ori- 
ginal mandate  for  overall  planning  was  reduced  largely  to  a  physical  planning 
function. 

The  promotional  function  bounced  back  in  the  1940' s  and  1950 's.   It  was 
started  in  the  State  of  Mississippi  in  1936  with  its  Balance  Agriculture  with 
Industry  plan  (BAWI).   Between  1936  and  1949,  with  a  four  year  interim  period 
during  the  war,  Mississippi  had  persuaded  34  firms  to  locate  in  that  state 
and  had  added  3000  jobs  to  the  state's  industrial  payrolls.   It  was  not  long 
before  the  other  states  got  into  the  act,  utilizing  Mississippi's  pioneering 
actions  in  developing  industrial  financing  and  advertising  and  in  promoting 
the  state  for  tourism.  Later,  in  the  1950' s,  development  credit  corporations 
and  state  industrial  development  authorities  were  created,  beginning  in  New 
England  in  the  State  of  Maine. 

The  apogee  of  this  promotional  activity  came  to  a  close  in  1960  when  the 
planning  function  received  additional  stimulus,  again  through  the  federal  gov- 
ernment, by  the  passage  of  the  Area  Redevelopment  Act.   Under  this  Act,  each 
state  was  required  to  designate  an  agency  to  prepare  an  overall  economic 
development  program.   Commerce  and  Development  Departments  of  the  various 
states  received  this  mandate,  despite  the  fact  that  they  had  done  little 
planning  in  the  previous  decade. 

Since  1960,  economic  development  has  taken  on  a  much  broader  meaning 
for  state  government.  Around  that  time,  the  first  state  Department  of 
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Community  Affairs  was  created  in  the  State  of  New  Jersey  to  undertake  the 
social  planning  and  action  which  the  states  had  failed  to  do  in  the  1930 's„ 
Now  there  are  37  states  which  have  some  agency  having  responsibility  for 
community  affairs,  Le,  the  raising  of  the  social  and  economic  health  of  the 
state  and  its  localities.   The  responsibilities  of  these  agencies  break  down 
into  the  following  general  categories: 

State,  regional  and  local  planning  (701)* 

Urban  renewal,  housing  and  area  redevelopment  (including  Modei  Cities)* 

Poverty  programs  (largely  0E0  funded) 

Manpower  training  and  community  development  training* 

Environmental  control* 

Heal th 

*Massachusetts  DCA  functions 
Public  Safety  (in  whole  or  in  part) 

Massachusetts'  Department  of  Community  Affairs,  with  its  200  employees, 
is  the  fifth  largest  agency  for  Community  Affairs  among  the  states  (only  ex- 
ceeded by  New  York,  Pennsylvania,  New  Jersey  and  Connecticut). 

In  addition,  Massachusetts  created,  in  1969,  one  of  17  state  housing  fin- 
ance agencies  which  utilize  low-interest,  state-backed  bonds  to  stimulate  low- 
and  middle-income  housing. 

In  evolving  the  concept  of  state  developmental  efforts,  little  attention 
was  paid  to  the  development  of  manpower  in  connection  with  stimulating  new 
industry.   Manpower  was  ignored  on  the  mistaken  notion  that  it  was  the  one 
abundantly  available  resource.   Large  numbers  of  unemployed  were  considered 
a  major  spur  in  attacting  new  industry.   But  this  formula,  although  sometimes 
acceptable,  has  failed  as  the  ever-increasing  sophistication  of  modern  industry 
makes  employers  more  and  more  concerned  about  the  quality  of  the  available  labor 
supply.   There  is  presently  little  prospect  that  states  can  reduce  the  cost 
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of  capital  sufficiently  to  compensate  for  a  work  force  whose  productivity  falls 
below  the  national  norm. 

Through  its  Manpower  Affairs  Department,  Massachusetts  has  the  respon- 
sibility through  the  Department  of  Labor  and  Industry  and  the  Division  of 
Employment  Security  for  administering  unemployment  insurance  and  stimulating 
employment  (finding  jobs).   It  also  keeps  records  on  Massachusetts  industry. 
Over  the  last  four  years,  with  unemployment  rates  as  high  as  anj  in  the 
nation,  the  "finding  jobs"  function  has  had  increased  application,, 

Another  element  has  entered  in  to  the  economic  development  picture  in 
the  last  five  years,  that  of  environmental  protection  and  control.   Economic 
development  assumes  growth.   But  there  is  no  built-in  reason  why  environmen- 
tal quality  control  should  retard  development  if  developers  take  account  of 
the  control  requirements  early  enough.   Perhaps  more  serious  than  environmental 
control,  indeed,  in  retarding  growth,  will  be  increasing  scarcities  and  costs 
of  natural  resources,  more  particularly  energy  resources. 

In  the  last  ten  years,  also,  there  has  been  a  tremendous  effort,  largely 
initiated  by  the  federal  government,  to  try  to  wipe  out  poverty  in  the 
country.   The  word  economic  development  has  been  used  over  and  over  in  connec- 
tion with  these  efforts.   However,  the  traditional  commercial  applications 
have  not  been  related  too  much  to  the  anti-poverty  programs.  A  dangerous 
concept  has  therefore  been  created.   The  regular  economy's  economic  develop- 
ment seems  to  serve  a  different  function  than  "poor  people's  economic  devel- 
opment." But  since  the  whole  function  of  economic  development  generally  should 
be  to  bring  the  207.  poverty  segment  of  the  society  into  the  807.  non-poverty 
segment,  shouldn't  the  efforts  of  a  state  in  this  regard  be  well  integrated? 
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APPENDIX  C 
The  Andrew  Sum  Analysis  of  Quit  Rates  in  17  Massachusetts  Industries  1960-1970 

Professor  Andrew  Sum  and  Mrc  Kenneth  Dunmore  of  the  Northeastern  Univer- 
sity Department  of  Economics  analyzed  the  determinants  of  the  average  monthly 
quit  rate  in  17  manufacturing  industries  over  the  period  1960-70 ,   Their 
analysis  drew  upon  (11  years  x  12  months  per  year  x  17  industries  =)  2244 
observations o 

Several  hypotheses  were  tested: 

(1)  higher  wage  industries  should  experience  lower  quit  rates. 

(2)  quit  rates  will  be  lower  in  industries  for  which  workers  expect 
high  future  wages,  estimated  by  previous  employment  growth  rates  in  those 
industries  (e.g.  high  growth  improves  the  chance  for  promotion). 

(3)  quit  rates  will  be  higher,  the  more  opportunities  there  are  to  find 
other  jobs.   Two  variables  are  specified  to  capture  this  effect: 

(a)  the  state  unemployment  rate  each  month  (high  unemployment 
should  produce  lower  quit  rates); 

(b)  the  growing  relative  importance  of  the  non-manufacturing  sector, 
where  the  greatest  job  growth  has  been  occurring.  As  the  ratio  of  manufacturing 
to  total  employment  falls,  quit  rates  (even  in  manufacturing)  will  tend  to  rise. 

(4)  the  more  highly  concentrated  an  industry  is  in  a  particular  area  of 
the  state,  the  lower  the  quit  rate  in  that  industry,  since  high  concentration 
generally  means  that  there  will  be  relatively  fewer  alternative  job  opportunities 
in  that  area. 

(5)  the  sex  composition  of  an  industry,  i.e.  the  proportion  of  the  indus- 
try's work  force  which  is  female,  is  also  specified,  as  a  control  variable. 


17  7. 


The  variables  are  defined  as  follows: 

(1)  Quitrt(it)        -  The  average  monthly  quit  rate  in  industry  (i) 

during  year  (t).   This  variable  is  measured  in 
tenths  of  a  percent,  A  "Quitrt"  rate  of  30  signi- 
fies an  actual  quit  of  3  employees  per  100 
an  averge  month, 

(2)  Relwage  1  (it)    -  The  relative  weekly  wage  paid  by  industry  (i)  in 

year  (t).   The  base  wage  is  the  average  weekly 
wage  paid  by  the  entire  manufacturing  sector.  This 
variable  is  measured  in  percent  terms,  A  value 
of  100  implies  the  industry  paid  a  weekly  wage 
exactly  equal  to  the  average  weekly  wage  of  the 
entire  manufacturing  sector, 

(3)  Relwage  2  (it)    -  This  variable  is  defined  in  a  similar  fashion  to 

Relwage  1  except  that  :the  base  is  the  average 
weekly  wage  paid  by  firms  in  the  covered  employ- 
ment category. 

(4)  Unemp  (t)         -  The  State  unemployment  rate  as  measured  by  the 

Massachusetts  Division  of  Employment  Security 
in  year  (t)  (measured  in  tenths  of  a  percent). 

(5)  Empgrwth  1  (it)   -  The  ratio  of  employment  in  industry  (i)  in  year  (t) 

to  employment  in  industry  in  (i)  in  year  (t-1). 

An  index  value  of  100  implies  no  change  in  employment, 

(6)  Empgrwth  2  (it)   -  The  ratio  of  employment  in  industry  (i)  in  year  (t-1) 

to  employment  in  industry  (i)  in  year  (t-2).  It  is 
a  measure  of  employment  growth  lagged  one  period. 
Again,  an  index  of  100  implies  no  change  in 
employment. 
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(7)   Concgeg  (it) 


-  The  value  of  the  geographic  concentration  index  of 
ludvstry  (i)  in  year  (t).  The  index  is  calculated 
in  the  following  •,.„C"ner,  for  each  year: 

Concgeg  - 

Eij   ~  Leva!  ox  employment  In  industry   (£)   in 
area   (j)   in  the  stats* 


Mifgghare   (t) 


0}      s-'easfear®  (it) 


Ei  a  Total  employment  in  indies-"'-;'  (i)  its  the 
entire  state 

Ej  s  Total  employment  in  a?;-:?./.,  (j) 

(Measured  in  tenths  of  one  peresrst  -  thus  g  value 
of  250  impliess  a  eoneeatration  iadax  of  »25) 

«  The  ratio  of  manufacturing  employment  to  total 

employment  in  the  state  during  year  (t)  (measured 

in  tenths  of  a  per  cent) 

»  The  ratio  of  women  workers  to  tofts!  workers  if* 

industry  (i)  is  year  (£)  (meagursd  is  taa&feg  of 

a  percent) 

£k       nik  of  the  data  utilised  in  the  study  were  taken  from  various   Labor 

scions  of  the  Massachusetts  Division  of  Employment  Security o     TiHs 

-.*■  •average  ®©n£hly  quit  rates  were  obtained  fgtm  the  soosrds  of  the 

ssatios^/i  research  division  of  the  state  Division  of  employment  Security* 

"         ■     :©astruetiag  relative  wage  levels  sere  derived  froa  |g?g|oyfg5t_^Ki 

o   o?Qaj;ggjttg  aad  the  Standa^_Mstrofflg-litaa  Sta£if£loal  ^-ress 

■     o . -~  salth  of  Massachusetts 9  Division  of  Employment  Security j   1971) o     The 

jrarrhieal    goacentration  indess  was  calculated  on  the  fe®^is  of  the  geograph™ 

rifention  of  employment  by  industry  contained  In  the  report  cited 

SJats  on  unemployment  rates  within  the  state  were  obtained  from 

[ggn^s^in^Emp^oyment  and^tji^gloyga&nt  (Massachusetts  Division 
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of  Employment  Security,  Boston,  1965-1971).   The  shares  of  manufacturing 
employment  within  the  state  were  also  based  on  data  from  the  above  publication, 
The  shares  of  female  employment  in  each  industry  over  time  were  calculated 
on  the  basis  of  data  contained  in  the  BLS  Handbook  on  Labor  Statistics  (U.S. 
Government  Printing  Office,  Washington,  D.C  1972),   It  should  be  noted  that 
these  data  are  not  available  on  a  state-by-state  basis.  As  a  result,  national 
averages  were  utilized  as  proxies  iu>.    chances  in  female  emp  :       hares 
over  time  in  each  industry,, 

The  regression  analysis  is  based  on  quit  rate  feehavior  in  1?  industries 
for  which  complete  information  was  available  over  the  eleven  year  period 
1960-70. 

Mean,  and  standard  deviations  for  ail  variables,  and  the  regression 
results  for  the  two  most  complex  models  (#4A  and  #4B  refer  to  Sum's  original 
paper),  are  presented  in  Table  Aal9  Only  the  female  share  and  lagged  era» 
ploymeatt  growth  variables  were  not  statistically  significant* 

In   every  other  cases  the  relationships  were  as  hypothesised  by  Su&* 
Analysis  of  elasticities  (not  shown)  revealed  that  the  relative  wage  was 
the  most  important  factor  contributing  to  an  explanation  of  month"Co=>5a©n£h 
va     ens  la  quit  rates*  The  next  most  important  variable  was  the  state 
u  !     sent  rafceg  followed  by  the  "structural  shift6'  (MFCS HARE)  and  eui~ 
...■  growth  vaxiafeleso  All  signs  were  as  predicted1,  low  wages  induce 
j;h  quit  rates s   high  unemployment  rates  induce  low  quit  rates P  high  employ" 
reh  in  an  industry  induces  low  quit  rates,  workers  in  geographically 

•  •  :  ted  industries  display  low  quit  rates,  and  the  shift  over  time  m&y 
i  .  attSaefcuring  has  introduced  a  secular  increase  in  quit  rstas  across 
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anti-depression  and  anti-recession  defenses.   Another  consequence  would  be 
to  impair  the  mobility  of  the  national  labor  force.   The  third  proposal 
would  lighten  the  tax  burden  on  older  citizens,  thereby  shifting  it  to  the 
middle-aged  and  young  (assuming  that  local  government  services  are  to  be 
maintained)  <,   Admittedly,  the  proposal  would  constitute  an  incentive  for 
older  non-working  citizens  to  remain  in  the  Commonwealth,   To  the  same 
extent,  however,  it  would  constitute  an  incentive  to  working  „  ed  Mtizens 
to  leave  the  Commonwealth- -the  people  who  provide  the  core  of  the  tax  base! 

The  Board's  1970  Annual  Report  obviously  cannot  be  taken  too  seriously. 
It  is  much  too  short  of  analysis,  and  much  too  long  on  speculation. 

The  1971  Annual  Report 

The  1971  annual  report,  prepared  under  the  direction  of  the  Board's 
then  newly  appointed  chairman,  Dr,  Albert  J,  Kelley,  was  the  Board's  first 
attempt  in  five  years  to  prepare  a  serious  report  on  the  state  of  the 
Massachusetts  economy. 

The  body  of  the  report  is  twenty  pages  long,  most  of  it  containing 
descriptions  of  the  state  economy.   It  is  obvious  that  the  Board  lacked 
both  adequate  funding  and  professional  input.   In  a  letter  written  from 
the  Board  to  Governor  Sargent  on  August  3,  1971,  Chairman  Kelley  said: 
The  staffing  and  budget,  in  my  opinion,  are  barely  sufficient 
to  minimally  satisfy  the  Board's  statutory  responsibilities. 
If  the  Board  is  to  make  an  effective  contribution  to  the  solu- 
tions of  the  Commonwealth's  economic  problems,  its  budget  and 
staff  must  be  expanded. 
The  Board  .was  extremely  limited  in  what  it  could  do,  given  its  resources. 
The  result  shows  in  the  quality  of  the  analysis  and  the  recommendations  in 
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the  report. 

With  respect  to  the  latter,  the  Board  recommended  that:  1)  a  long  range 
economic  plan  be  developed  for  the  Commonwealth;  2) "A  New  England  Economic 
Task  Group  be  established;"  3) "expanded  efforts  be  mounted  by  the  Common- 
wealth in  the  industrial  development  area;"  4)  "the  economic  impact  on  the 
Commonwealth  of  emerging  transportation  policies  be  studied;"  5)  "The 
economics  surrounding  the  proposed  Master  Tax  Plan  be  the  subject  of  study 
to  determine  its  effect  on  industrial  growth*" 

Four  of  the  Board's  five  recommendations  involve  the  creation  of  other 

i 
study  groups.  The  other  recommendation,  that  more  state  funding  be  given 

to  industrial  development,  is  appropriate  but  much  too  superficial;  what 

kinds  of  industries,  what  kinds  of  financial  assistance?  It  is  a  pity 

that  something  more  in  the  way  of  specific  proposals  could  not  be  developed. 

,f 
The  1972  Annual  Report 

The  1972  annual  report  is  probably  the  Board's  most  successful  output 
in  recent  years.   It  is  63  printed  pages  long;  about  one-half  commentary 
and  one  half  statistical  information.  The  statistics  and  tables  displayed 
in  the  report  are  pertinent  to  the  Massachusetts  economy;  however,  virtually 
all  of  the  data  are  reprinted  from  other  sources  and  are  already  publicly 
available.  Nevertheless,  it  is  clearly  useful  to  have  this  information 
brought  together  in  a  single  volume. 

The  half  of  the  report  which  is  commentary  suffers  from  many  of  the 
problems  of  preceding  reports.  A  lack  of  technical  expertise  and  a  shortage 
of  funding  show  up  again,  principally  in  the  absence  of  economic  analysis. 
Indeed  the  major  weakness  of  the  report  is  that  it  is  descriptive  rather 
than  analytical,  which  means  that  the  repott  identifies  some  of  the  soft- 
spots  of  the  Massachusetts  economy,  but  has  nothing  to  say  about  their  causes 
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or  cures o 

In  so  far  as  the  report  contains  any  analysis,  the  central  theme  seems 
to  be  that  there  are  three  "principal  issues  in  the  Massachusetts  economy," 
1)  state  and  local  government  spending  ("the  cost  of  doing  business  in  the 
public  sector");  2)  the  health  of  the  business  and  industrial  base;  and  3) 
the  distribution  of  the  tax  burden  among  various  sectors  of  the  state's 
population-   According  to  the  report,  "the  economic  health  of  nussachusetts 
is  dependant  on  (these)  three  principal  factors".   The  discussion  weaves 
a  remarkable  course  between  being  obviously  true  on  the  one  hand,  and  quite 
probably  false  on  the  other. 

Certainly  it  is  true  that  the  cost  of  state  government,  the  strength 
of  the  industrial  base,  and  the  distribution  of  the  tax  burden  are  principal 
economic  issues  in  Massachusetts,  but  the  observation  seems  trivial  since 
these  have  been  controversial  issues  in  all  states  for  the  last  two  hundred 
years , 

On  the  other  hand,  the  report  maintains  that  the  health  of  the  state's 
economy  pivots  on  these  three  points  and  this  is  almost  certainly  false. 
The  argument  made  in  the  report  is  that  the  rising  cost  of  state  government 
imposes  a  greater  tax  burden  on  industry  which  thereby  encourages  it  to 
leave  the  state,  discourages  new  industry  from  entering  the  state,  or  puts 
Massachusetts  businesses  at  a  competitive  disadvantage  relative  to  business 
in  other  states.   The  conclusion  of  the  argument  is  that  the  more  the  tax 
burden  on  industry,  the  less  expansionary  will  the  industrial  base  be,  con- 
sequently unemployment  and  the  state's  welfare  budget  will  be  higher,  lead- 
ing in  turn  to  another  round  of  higher  taxes,  business  "unhealth",  unemploy- 
ment and  higher  welfare  costs. 

This  is  a  fascinating  argument  with  some  elements  of  truth,  but  what 


187. 


is  striking  is  not  so  much  the  truth  or  falsity  of  the  argument  as  its  ir- 
relevance, since  Massachusetts  businesses  do  not  pay  unduly  high  taxes  to 
begin  with. 

In  1957,  Massachusetts  taxes  on  business  constituted  33.67.  of  total 
state  and  local  taxes.  At  that  time,  31  of  the  50  states  derived  a  greater 
percentage  of  state  and  local  taxes  from  business.   By  1967,  the  percentage 
of  Massachusetts  state  and  local  taxes  paid  by  business  had  f?1 !en  to  26,7%, 
a  smaller  percentage  (in  1967)  than  that  of  40  other  states.   Althour,',  more 
recent  figures  are  not  yet  available,  businesses'  share  of  the  total  tax 
burden  is  known  to  have  continued  to  fall  since  1967 . 

Nor  can  it  be  argued  that  while  businesses'  share  of  the  total  tax 
burden  has  declined,  the  magnitude  of  state  and  local  government  spending 
is  so  great  in  Massachusetts  as  to  constitute  an  unusual  burden.   On  a 
per  capita  basis,  Massachusetts  stace  and  local  taxes,  plus  non-tax  revenues, 
are  the  11th  highest  in  the  country,  but  since  per  capita  income  in  Massachu- 
setts is  higher  than  the  national  average,  Massachusetts  actually  ranks  only 
28th  in  total  general  revenue  per  thousand  dollars  of  personal  income  (total 
general  revenue  =  taxes  plus  non-tax  revenues). 

Moreover,  the  Board  completely  ignores  the  benefits  that  accrue  to  the 
Commonwealth  from  state  spending  goods,  services,  wages,  profits,  jobs, 
and  increased  income  tax  revenues. 

The  real  point,  though,  is  that  corporate  taxes  in  Massachusetts  are 
not  unusually  high,  and  that  they  are  not  the  cause  of  the  state's  economic 
problems.   Thus  the  Board  is  incorrect  in  seeing  the  level  of  state  taxation 


These  figures  are  from:  the  1972  edition,  State-Local  Finances:  Significant 
Features  and  Suggested  Legislation,  Advisory  Commission  on  Intergovernmental 
Relations,  Tab!-?  77,  p.  170;  and  U.S.  Department  of  Commerce,  Bureau  of  the 
Census,  Governmental  Finances  in  1970-71,  G.P.O.,  October,  1972. 
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and  expenditure  as  the  central  issue  of  the  Massachusetts  economy,  and  in 
perceiving  the  reduction  of  state  taxes  as  the  key  priority  in  stimulating 
the  state's  economy,,  This  misimpression  carries  over  to  the  recommendations 
which  the  Board  makes. 

Five  recommendations  are  offered  in  the  1972  report:  1)  "state  and  local 
public  expenditures  should  be  severely  curtailed."  The  level  of  public  expen- 
diture should  be  based  on  what  the  business  and  industrial  base  can  afford; 
2)  the  reorganisation  of  state  government  should  continue  in  the  interests 
of  minimizing  the  long-term  cost  of  state  government;  3)  the  Commonwealth 
should  adopt  a  Master  Tax  Plan  in  1973;  4)  "Massachusetts  efforts  in 
economic  and  industrial  development  should  be  increased;"  5)  "Massachusetts 
should  develop  a  Master  Economic  and  Financial  Plan  for  five  years  into  the 
future »" 

As  already  indicated,  the  first  recommendation  does  not  seem  as  striking 
as  the  platitudes  about  the  high  cost  of  government  might  lead  one  to  believe. 
Similarly,  the  second  recommendation,  which  probably  is  a  good  idea  on  its 
own  merits,  is  probably  unjustifiable  solely  on  the  basis  of  its  ability  to 
stimulate  the  economy  through  lower  taxes.   The  third  recommendation  concern- 
ing the  Master  Tax  Plan  seems  well  founded.   Unfortunately,  there  is  little 
analysis.   The  proposal  to  increase  industrial  development  efforts  is  laudable, 
since  Massachusetts  continues  to  spend     in  this  area  than  most  other  New 
England  states,  but  again,  there  is  no  analysis.  As  Master  Economic  and 
Financial  Plan  might  be  a  good  idea,  but  one  would  be  more  convinced  if  a 
substantiating  argument  had  preceded  the  recommendations.   Unfortunately,  we 
are  given  very  little  insight  into  just  what  the  Board  is  proposing,  or  how 
they  decided  it  would  be  a  good  idea. 
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The  1974  Annual  Report 

The  1974  annual  report  follows  in  the  tradition  of  its  recent  predecessors, 
for  the  most  part  displaying  the  same  strengths  and  weaknesses. 

As  in  the  recent  past,  the  report  is  about  half  data  and  half  commentary. 
As  noted  in  discussing  earlier  reports,  the  data  are  not  generated  by  the 
Board  but  are  simply  collected  from  sources  which  are  already  publicly 
available.   Moreover,  the  data  pertain  largely  to  the  year  19"7  --in  a  report 
called  "1974"  and  released  in  April  of  this  year.   There  was  in  fact  no 
1973  report--in  violation  of  the  Board's  enabling  legislation. 

The  most  unfortunate  thing  about  this  report,  though,  is  quite  simply 
that  the  Board  of  Economic  Advisors  has  offered  no  new  advice.   Indeed, 
except  for  repeating  its  support  for  a  Master  Tax  Plan,  the  Board  appears 
to  offer  no  recommendations  at  all.  Where  the  Board  does  take  a  stand,  it 
does  so  to  commend  the  promulgation  of  several  industrial  tax  incentives, 
A  careful  analysis  of  these  "incentives"  suggests  that  the  Board's  position 
is  probably  completely  off-base  on  these  tax  issues.   (See  the  main  text 
of  this  paper,  Chap,  IV). 

About  one-third  of  the  commentary,  or  nearly  207,  of  the  whole  report, 
was  written  by  "outside"  commentators,  not  by  the  Board.   These  authors  are 
not  accountable  to  anyone,  and  their  comments  are  not  always  helpful.   For 
instance,  William  McCall's  article,  entitled,  "Real  Estate  in  Massachusetts", 
is  an  analytically  competent  review  of  the  real  estate  industry,  but  the 
piece  bristles  with  unsupported  value  judgements  and  takes  a  flagrantly 
anti-consumerist  position.   Mr.  McCall  is  scarcely  an  uninterested  observer; 
he  serves  as  President  of  the  Greater  Boston  Real  Estate  Board.   Jack  Rothwell's 
article,  entitled  "Tight  Money  Plagues  the  Massachusetts  Economy",  details 
the  fact  that  money  has  been  scarce  in  Massachusetts.   Since  money  has  been 
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equally  scarce  across  the  country,  and  since  the  scarcity  of  money  is  deter- 
mined at  the  Federal  level  (indeed,  it  constitutes  a  major  tool  of  economic 
policy),  the  point  is  not  terribly  germane  to  a  policy  analysis  for  Massachu- 
setts! 

In  general,  the  1973  report  is  not  a  very  useful  document ,   This 
reflects  the  Board's  lack  of  funding,  staff,  and  expertise.  One  recent 
favorable  development  was  the  appointment  in  November,  1973,  ,">C  Dr.  Leonard 
Hausman  to  the  Board.   Dr.  Hausman  is  an  economist  from  Brandeis  University 
who  joined  the  Board  in  1974,  replacing  Ms.  Blackham. 
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APPENDIX  E 
Economic  Development  and  Manpower  Programs  in  Other  Jurisdictions 

(Prepared  by  Stuart  Tishler) 

Manpower  Policy:  The  South  Carolina  Experience 

Between  1962  and  1972  the  national  unemployment  rate  rose  slightly 
from  5.57,  to  5.6%.   Over  the  same  period,  the  unemployment  rate  in  South 
Carolina  fell  from  5.77.  to  A. 37..    Much  of  the  improvement  in  ti»e  J   th 

Carolina  employment  picture  is  attributed  to  the  work  of  the  South  Carolina 

2 
Committee  for  Technical  Education  (TEC).    TEC  is  the  state's  largest 

post-high  school  education  system,  with  80,000  persons  enrolled  in  its 

various  programs,  and  over  500,000  participants  since  its  inception.   In 

1970,  TEC  had  a  total  annual  budget  of  about  $25  million  of  which  about 

$11  million  were  state  funds. 


Massachusetts'  unemployment  rate  went  from  5.47.  to  7.47.  between  these 
years.   These  figures  are  from  U.S.  Dept.  of  Labor,  Manpower  Report  of 
the  President,  Wash.:  G.P.O.,  1973. 

It  has  been  suggested  that  South  Carolina's  right-to-work  law,  not  its 
vocational  training  program,  has  been  responsible  for  its  favorable  employ- 
ment experience.   There  are  three  important  reasons  for  believing  that 
this  is  not  the  case.   First,  of  the  fifty  states,  fully  nineteen  have 
right-to-work  laws.   Second,  as  Hilgert  and  Young  point  out;  "existing 
right-to-work  laws  have  generally  been  unenforceable  and  have  accomplished 
little."   (In  "Right- to-work  Legislation--Examination  of  Related  Issues  and 
Effects,"   Personnel  Journal,  December  1963,  p.  559).   Third,  South  Carolina's 
right-to-work  law  has  been  in  effect  since  1954  and  cannot  therefore  ex- 
plain South  Carolina's  sudden  improvement  (relative  to  the  rest  of  the 
nation)  over  the  past  decade.   However,  it  i_s  possible  that  the  effect- 
iveness of  the  new  technical  assistance  program  has  been  contingent  upon 
the  existence  of  a  right-to-work  law.   In  other  words,  South  Carolina's 
remarkable  economic  growth  may  have  depended  upon  the  interaction  of 
technical  assistance  and  right-to-work  law.   No  other  right-to-work 
state  has  a  technical  assistance  program  like  South  Carolina's  TEC. 
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TEC  conducts  two  different  types  cf  vocational  education  programs,  under 
two  program  divisions.  One  is  an  ordinary  vocational  education  system  in 
which  students  work  tow;  rd  competency  in  one  of  107  spec! lie  trades.  Various 
federally  funded  prograns  including  the  Comprehensive  Manpower  Program  are 
implemented  under  this  fairly  conventional  TEC  division.   In  these  programs, 
students  work  toward  either  a  diploma  certifying  t  leir  completion  of  study, 
or  toward  an  associate  degree.  Students  are  charged  a  maximum  of  $,"'.00 
per  quarter  for  what  ordinarily  involves  either  one  or  two  years  of  training. 
In  most  cases,  students  will  bo  eligible  to  transfer  credits  into  a  four- 
year  university  curriculum. 

The  second  and  more  innovative  TEC  division,  called  the  "Industrial 
Services  Division."  br  ngs  together  members  of  the  unemployed  or  under- 
employed work  force  wich  new  or  expanding  industries.  Under  these  special 
training  programs,  the  state  first  sends  an  indusirial  engineer  to  study 
the  operation  of  a  firm  which  plans  to  expand  or  r.o  relocate  in  the  state. 
The  engineer  may  spend  a  few  days  at  the  existing  plant,  after  which  he  wit-1 
return  to  South  Carolina  and  construct  a  program  :o  train  the  required  num- 
ber and  type  of  workers, 

TEC  maintains  a  computerized  data  bank  of  unemployed  and  underemployed 
workers  by  geographic  irea.   (This  data  is  generated  from  a  questionnaire 
which  is  returned  to  T  ;C  by  individuals  expressing  their  interest  in 
further  technical  educ  ition.)  Based  on  the  number  and  type  of  workers  which 
the  new  plant  will  require,  and  on  TEC's  attempt  to  obtain  3/4ths  of  the 
prospective  work  force  from  within  a  fifteen  mile  radius  of  the  proposed 
new  plant,  recruits  ar  selected  for  training  and  prospective  employment. 
These  individuals  atte  id  classes  without  compensation  for  3-1/2  hours  a 
night,  five  nignts  a  wsek,  for  a  period  of  8  to  10  weeks.  The  training  programs 
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are  specifically  designed  for  t:he  jobs  which  will  be  available  at  the  new  plant, 

Trainees  are  not  guaranteed  a  job,  but  the  close  relationship  with 
employers  has  produced  an  85%  placement  rate  (retention  data  i>re   not  avail- 
able). Entry  level  salaries  are  relatively  high;  sample  rate;;  for  1974  include 
$3/hour  in  metal  working,  $7-8,000/year  in  chemicals,  and  somewhat  lower  than 
$7,000  in  electronics. 

At  the  end  of  the  training  perio«l,  tht:  firm  is  supplied  with  a*v  essen- 
tially complete  start-up  work  force,  which  has  resulted  in  significant  de- 
creases in  start-up  losses  and  labor  turnover.  Predictably,  i hese  gains  have 
been  very  attractive  to  relocating  firms,  and  have  constituted  an  important 
inducement  to  invest  in  the  state.  In  the  12  years  since  the  program  was 
started,  over  $6  billion  have  been  investe  1  in  South  Carolina  by  new  and 
expanding  industries--over  $1  billioi  in  1)73  alone.  The  state  has  also 
become  a  leader  in  attracting  investment  from  overseas. 

A  detailed  evaluation  of  the  program  would  have  to  search  for  the  pre- 
sence of  complementary  factors,  such  as  especially  strong  promotion,  or  the 
relatively  cheap  cost  of  living.  Ne/ertheless,  it  is  reasonable  to  believe 
that  the  TEC  program  h  ls_  had  a  major  impact  on  South  Carolina's  impressive 
industrial  growth. 

Credit-Extending  Programs  in  Pennsylvania 

Pennsylvania  has  established  a  reputation  as  a  leader  in  providing  eiedit 
services  to  business.  Two  types  of  programs  exisi :  a  conventional  industi iai 
revenue  bond  and  mortgage  program,  snd  a  special  program  conducted  under  the 
Pennsylvania  Industrie  1  Development  Authority. 

Under  the  conventional  loan  pre  gram,  any  municipality  may  establish  a 
corporation  which  becomes  eligible  to  borrow  on  a  tax-exempt  basis  (that  is 
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the  lending  bank  pays  no  tax  on  the  interest  it  earns  on  the  loan,  and  there 
is  a  presumption  that  some  of  these  tax  savings  ar<;  passed  along  to  the  ulti- 
mate industrial  borrower.  This  municipally  create.!  corporation  in  turn  makes 
loans  to  industrial  borrowers  for  investment  in  pi unt,  equipment,  machinery, 
pollution  control  or  warehousing  faci  ities,  terminals,  or  commercial  or 
manufacturing  construction.  In  short,  discount  lo.ms  are  mada  available  to 
a  very  broadly  defined  segment  of  industrial  borrowers. 

The  second  and  somewhat  nore  specialized  loan  program  is  administered 
by  the  Pennsylvania  Industrial  Development  Authority  (PIDA).  This  program 
also  makes  loans  to  industry  but  witli  two  important  differences  from  the 
conventional  revenue  boud  program.   These  differences  are:  1)  PIDA  loans 
are  only  made  for  investments  in  manufactu  "ing,  research  and  development, 
and  terminal  facilities.  Thus  PIDA  Loans  are  not  made  for  purchases  of 
machinery,  or  for  commercial  investments;  2)  PIDA  loans  use  a  different 
financing  mechanism  thai  revenue  bonds.  Tiis  mechanism]  Is  a  bit  complica- 
ted, but  is  worth  reviewing. 

In  1956,  the  Penne ylvania  State  Legislature  established  PIDA  ae  an 
independent  quasi-governmental  authority  <drawn-u|»  along  the  lines  of 
Mass  Port  or  the  New  Yc  rk  Port  Authority)  to  issue  bonds  and  make  leans  wieh 
the  money  so  generatedc   PIDA  is  now  authc rized  t..  borrow  up  to  $150  million, 
the  interest  on  which  is  free  from  state  <nd  federal  tax.  In  addition, 
however,  a  substantial  annual  appropriation  from  che  State  Legislature-- 
amounting  to  almost  $1**0  million  between  i 955  and  1974--eupplied  the  capital 
used  by  PIDA  to  grant  loans.  This  legislatively  appropriated  money,  and 
repayment  of  loans  originally  made  with  it,  constitutes  a  revolving  fund 
for  future  loana. 
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Loans  granted  by  P] DA,  are  channeled  to  industry  through  an  intermediary, 
a  local  Industrial  Devel  >pment  Corporation  (IDC)  which  must  itself  raise  10% 
of  the  industrial  development  project  cost,  and  provide  local  supervision  of 
the  project.  PIDA  will  jrant  up  to  40%  of  the  project  cost,  depending  on  how 
high  the  unemployment  rate  is  in  the  county  in  which  the  project  is  to  be  loca- 
ted.  The  remainder  of  tUe  money  comes  through  conventional  sources  at  conven- 
tional interest  rates.   PIDA  and  IDC  iioney  would  b.  made  available  at  a  low 
rate  of  interest--presently  2%--far  b  low  market  r.tes.   Because  PIDA 
borrowing  uses  a  tax-exempt  revenue  b>nd  mechanism  PIDA  itself  can  borrow 
at  about  6%  instead  of  the  market  rat j  of  about  97   Even  if  there  is 
pressure  to  pay  dividends  to  bondhold  >rs  (thereby  nducing  the  agency  to 
invest  in  low-risk  proj.  cts),  this  is  probably  (ho  >efully?)  offset  somewhat 
by  the  equity  grant  froi  the  state  tieasury. 

While  this  is  an  ii  teresting  mechanism  by  whi  h  to  provide  industrial  cred- 
it, its  final  impact  is  somewhat  uncertain.  This  u8  because  there  are  still 
several  unknowns:  1)  Dcs  this  progr;  m  really  inci  iase  credit  aecesaabilifcy 
or  does  it  simply  diver  credit  from  some  alternat  i.ve  use?;  2)  If  the  program 
does  increase  credit  av  ilability,  is  this  increac  ■.  "neutral",  or  does  it 
cause  machinery  to  be  substituted  for  jobs?;  and  3)  Does  state  revenue  lost 
by  subsidizing  PIDA's  low-interest  rates  wipe-out  (he  gains  attributable  to  the 
low-interest  rate  loans? 

The  Chicago  Economic  Development  Effort 

A  federal  Economic  Development  Administration  investment  of  over  $18 
million  has  been  the  he  irt  of  the  economic  revital ization  of  mid-city  Chicago. 
The  program  is  far  rang  ng  and  complex  but  can  be  summarized  as  follows: 
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The  project  sought  to  accomplish  four  things,  listed  here  in  the  order  of 
their  priority:  1)  maintain  (or  "conserve")  existing  industry;  2)  attract  new 
industry;  3)  develop  new  commercial  facilities;  4)  retrain  workers,  especially 
minority  group  members. 

The  program  implemented  to  achieve  th^se  goals  involved  facilitating 
discussion  between  industry,  the  community  and  government,  establishing 
a  Community  Development  Corporation  (CDC),  setting  up  a  "skills  center"  for 
vocational  training,  and  redeveloping  the  vacant  Chicago  stockyards . 

Though  EDA  has  made  Chicago  its  showpiece  city,  most  knowledgeable 
observers  have  adopted  a  "wait-and-see"  ati itude,  on  the  grounds  that  the 
program  has  only  been  a  qualified  success  t o  date- 

Probably  the  most  important  programs  lave  been  the  conversion  of  the 
stockyards  into  a  modern  industrial  i>ark,  >  nd  the  creation  of  the  skills 
center.  Together  these  two  programs  account  for  at  lease  $11. A  million  of 
EDA's  investment. 

The  stockyard  conversion  rested  on  th  :  creation  of  adequate  roads  into 
the  77  acre  tract.  These  were  built  at  EDv's  expense  at  a  cost  of  $4.9 
million.  The  skills  center  is  operated  by   Chicago  City  College,  emphasises 
"programmed  learning"  and  electronic  teaching  devices,  aad  has  a  capacity 
of  1,200  students.  It  was  built  at  a  cost  of  $6.  f  million,  also  at  EDA 
expense. 

In  general,  the  feeling  seems  to  be  t hat  the  Chicago  model  is  probably 
not  substantially  duplicatable.   This  is  1  ecause:  1)  the  feasibility  of  the 
project  relied  extensively  on  the  enormous  political  strength  of  Mayor  Daley; 
2)  few  cities  have  downtown  space  suitable  for  conversion  which  is  comparable 
to  Chicago's  abandoned  stockyards,  although  the  suburbanization  of  industry 
means  that  more  such  space  will  probably  become  available  over  time  (and 
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some  cities--including  Boston,  New  York,  and  San  Franclaci--have  acquired 
large  tracts  as  a  result  of  Federal  demilitarization  policy);  3)  EDA  isn't 
likely  to  repeat  a  sing Le  investment  of  similar  size;  4)  the  willingness  of 
business  to  work  with  c immunity  groups  was  very  great  in  Chicago,  in  the 
aftermath  of  the  riots  )f  the  mid-nineteen  sixties. 

The  Illinois  Linked  Deposit  S-ystem 

The  Illinois  program  was  inaugurated  early  in  1968.   It  produc  d  some 
$95  million  worth  of  construction  and  a  number  of  small  business  loans  in 
its  first  year  of  operation,  *nd  is  extremely  popular. 

State  treasury  reserves  ;re  depo  ilted  in  commercial  banks  or  S  and  L's 
across  the  state  in  three  allocations   Funds  available,  dor  twelve  month 
periods  are  allotted  si  miannually.  1  ie  April  allocation  makes  up  the 
"Community  Services  Al  ocation".  Fun  Is  not  available  for  12  months  at 
those  times  are  deposi  ed  either  as  " Special  Deposits"  or  without  formula. 
About  half  of  these  re  idual  funds  ai  e  available  for  only  very  short 
periods.  As  of  now,  anout  $451  mill  on  are  under  the  Basic  Deposits,  $150 
million  are  Community  Service  deposit. s,  and  $528  million  are  Specific 
Deposits.  Specific  Deposits  include  what  la  really  a  separate  category- 
funds  allocated  without  formula  on  a  short  term  bisls.  The  relative 
amounts  vary  greatly  and,  as  already  mentioned,  about  helf  of  the  Specific 
Deposits  are  available  for  very  shoi  t  periods. 

The  Basic  Deposit  component  al  ocates  state  funds  on  a  12  month 

basis  among  qualified  hanks  applying  for  state  funds.  All  banks  other  than 

3 
the  major  Chicago  banks  are  eligible  for  these  deposits-   Deposits  are 

prorated  on  the  basis  >>f  a  bank's  "weighted  outstanding  loans",  defined  as 

^  "These  large  banks  ace  not  local  in  character:  they  qualify  more  as  Midwestern 
banks  than  Illinois  banks,  as  they  operate  throughout  the  midwest.  Because  man 
of  their  loans  are  made  outside  Illinois,  a  large  part  of  the  potential  multi- 
plier effect  revenues  would  be  lost". From  H.A.  Spellman,  "Report  on  the  Acti- 
vities of  Charles  A.  Woodford,  Ti  easurer  of  the  State  of  Illinois", Dee.  1970. 
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WOL  »  Wj  x  wj  x  1 

Where     L  =  a  bank's  actual  outstanding  loans,  exclusive  of 
commercial,  paper 

w^  =  a  weight  varying  directly  with  the  interest  rate 
offered  bv  the  bank  on  state  deposits.   The 
weight  takes  valaes  from  1.00  to  3.00 

W2  =  a  weight  varying  inversely  with  bank  size,  which 
takes  a  value  up  to  1.94  for  very  snull  baaks. 
This  weight  is  designed  to  vitiate  t'te  advantage 
of  larger  banks--those  with  nore  act  ial  loana. 
The  intent  is  to  achieve  a  m  )re  equitable  dis- 
tribution of  state  deposits  among  ba*\ks  in  dif- 
ferent sii.es  classes  and  in  different:  regions. 

State  funds  available  f<>r  deposit  are  distributed  on  the  basis  of  each 
bank's  share  of  cumulat  ve  weighted  outstanding  lo.  ns.   In  April  of 
1974,  about  $345  million  of  state  funds  were  alloc  ted  in  this  way. 

The  Community  Services  component  allocates  at  ite  funds  which  are 
available  for  a  12  month  period  as  of  September  of  each  year  to 
eligible  banks.  The  system  "rewards  banks  for  their  past  history  of 
involvement  in  community  service-oriented  loans".   Funds  are  allocated 
in  the  same  manner  as  under  the  Basic  Deposit  syst  ;m,  except  that  only 
loans  demonstrating  specific  service  to  the  bank's  community  are 
considered.  Any  of  thirteen  types  of  loans  are  considered  as  commun- 
ity service  loans;  this  list  was  compiled  with  private  banks'  input. 
In  September  of  1974,  about  $275  million  of  state  funds  are  expected 
to  be  allocated  under  this  program. 


Actually,  there  are  a  lew  adjustments  to  the  allocation  resulting  from 
this  calculation.  The  award  is  not  permitted  t<>  exceed  the  amount 
which  the  bank  applied  for,  except  that  if  the  hid  is  less  than  a 
certain  prescribed  minimum  it  is  automatically  increased  to  the 
minimum.  The  computed  award  is  then  rounded  to  multiples  of  $5,000. 
The  interest  rate  bid  l»y  the  bank  must  also  be  at  least  a  preapeclfied 
minimum  but  cannot  exceed  the  Federal  Reserve  r< gulation  Q  maximum, 
for  deposits  of  $100,000  or  less. 

Alan  J.  Dixon,  State  Treasurer,  "The  Illinois  P  an",  Jan.  1973. 
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Unlike  the  other  two  allocations,  Specific  Deposits  operate  on  an  Ad 
Hoc  basis,  and  use  no  allocation  formula.  This  allocation  actually  con- 
sists of  two  components.  The  first  is  simply  a  residual  of  short  term  funds 
not  allocated  either  by  the  Ba;;ic  or  Community  Service  formulae.   These 
funds  are  awarded  to  banks  on  a  discretionary  basis  without  using  any 
formula.  The  other  component  of  the  Specific  Deposit  Allocation  is  dissemin- 
ated by  special  arrangement  wa ch  one  or  more  banks.  These  banks  agi ce  to 
finance  some  specific  project  if  the  state  agrees  co  place  a  specified 
amount  of  state  deposits  with  them.  These  special  arrangement  deposits 
are  made  at  the  request  of  the  banks,  and  the  depcsits  so  made  are  n>ade 
on  conventional  terms.  These  deposits  are  ordinarily  made  when  the 
banks  have  insufficient  deposits  to  finance  the  project  themselves. 
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